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AN INVESTIGATION OF THE TEN MOST ACTIVE 
ACQUISITORS IN THE PAPER AND ALLIED 
PRODUCTS INDUSTRY 
1950-1965
CHAPTER I  
INTRODUCTION
The p ap er and a l l i e d  p ro d u c ts  in d u s try  i s  one o f th e  most com­
p le x  and d iv e r s i f i e d  m a n u fac tu rin g  in d u s tr ie s  in  th e  c o u n try , and i t s  
astound ing  grow th over th e  l a s t  f i f t e e n  y ea rs  o r so has p a r a l le l e d  th e  
o v e r - a l l  grow th o f  th e  American economy. In c re a se d  consumer demand fo r  
over 100,000 p ap er and p ap erb o a rd  p ro d u c ts  r e f l e c t s  a  s te a d y  r i s e  in  
income and a h ig h e r  s ta n d a rd  o f l iv in g .  To meet t h i s  phenomenal demand, 
s u b s ta n t ia l  funds f o r  r e s e a rc h  and developm ent a re  b e ing  a l lo c a te d  w ith in  
th e  in d u s try ,  thus c r e a t in g  th e  im petus fo r  new and im proved p ro d u c ts . 
T h is , u l t im a te ly ,  w i l l  r e in f o r c e  th e  dynamic r o le  which the in d u s try  
p la y s  in  th e  economy.^
The in d u s try  produced  43 .7  m il l io n  tons of p ap er and paperboard
O
i n  1965 w ith  t o t a l  n e t s a le s  o f  ap p rox im ate ly  $16 m i l l io n .  For the  same
3
y e a r ,  p e r  c a p i ta  consum ption reached  an a l l - t im e  h ig h  o f 501.3 lb s .  At 
th e  same tim e th e  combined s a le s  o f  th e  te n  m ost a c t iv e  a c q u i s i to r s ,  th e
^See C hap ter I I .  
^See p . 21.
^See p . 29.
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r e p re s e n ta t iv e  firm s under c o n s id e ra t io n ,  accoun ted  fo r  approx im ate ly  
35 p e rc e n t o f th e  in d u s t r y 's  t o t a l  s a l e s .^  In  o th e r  w ords, gbe grow th 
ex perienced  by th e se  firm s p a r a l le l e d  th e  grow th o f th e  in d u s try .  "The 
in d u s try  has been in c re a s in g  i t s  p ro d u c tiv e  c a p a c ity  s te a d i ly  to  keep 
pace w ith  th e  needs o f th e  n a t io n .  I t  can now produce abou t tw ice as 
much paper and p aperboard  each y e a r  as i t  co u ld  a t  th e  s t a r t  o f th e  p o s t ­
war p e r io d ." ^
D iv e r s i f i c a t io n  seems to  be a n a tu r a l  b e n t o f  many c o rp o ra te  
v e n tu re s ,  and d u rin g  th e  y ea rs  1950-1965, th e  in d u s try  became h ig h ly  
d iv e r s i f i e d ;  t h i s  i s  e s p e c ia l ly  tru e  o f th e  la rg e r  p ro d u c e rs . These 
la rg e r  f irm s  now have f u l ly  in te g ra te d  m i l l s  w hich produce bo th  pulp  and 
p a p e r, and a s id e  from s e l l i n g  th e  pulp  and p aperboard  to  o th e r  com panies, 
th ey  have t h e i r  own co n v e rtin g  f a c i l i t i e s .  The Mead C o rp o ra tio n , fo r  
in s ta n c e , has become in c re a s in g ly  a c t iv e  a t  th e  m erchant le v e l  by s e l l in g  
p ro d u c ts  d i r e c t l y  to  th e  w h o le sa le rs  and r e t a i l e r s . Through v e r t i c a l  and 
h o r iz o n ta l  in t e g r a t io n ,  th e  le ad in g  p ro d u c e rs  o f  paper p ro d u c ts  have 
in te g ra te d  t h e i r  f a c i l i t i e s  a l l  th e  way fo rw ard  to  th e  o p e ra tio n  o f 
m erchant h o u ses , and a l l  th e  way backward to  th e  ow nership o f e x te n s iv e  
tim ber re s o u rc e s .
There i s  g e n e ra l agreem ent th a t  th e  p e r io d  betw een 1950 and 1965 
was a s ig n i f i c a n t  m erger e r a .  S ig n i f i c a n t  n o t only to  th e  paper and 
a l l i e d  p ro d u c ts  in d u s try ,  b u t to  a l l  f a c e ts  o f th e  m anufac tu ring  and 
mining s e c to r  o f th e  economy.^ D ec id ed ly , th e  "urge to  m erge" has
^ S e e p . 30.
5
"How Paper S erves A m erica ,"  The New York Tim és. A S p ec ia l 
Supplem ent, O ctober 17, 1965, p . 35.
^See p . 54.
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become an im p o rtan t c o rp o ra te  to o l fo r  grow th. N ineteen  s ix ty -s e v e n  saw 
a reco rd  number o f m ergers and a c q u is i t io n s  accom plished by firm s in  the 
m anufactu ring  and m ining in d u s t r ie s .  In  f a c t ,  approx im ate ly  3,000 such 
v e n tu re s  were com pleted among companies w ith  n e t  a s s e ts  w orth  more than  
$1 m ill io n .^
Economic c o n c e n tra tio n , which i s  o f te n  m easured by th e  behav io r 
o f th e  200 l a r g e s t  .m anufacturing  com panies, has become th e  bugaboo of the 
b u s in ess  community. A s tudy  was p rep a red  by th e  Bureau o f  Economics, 
F ed e ra l Trade Commission, in  which Dr. W illa rd  F. M u e lle r , D ire c to r ,  
Bureau o f Econom ics, p re se n te d  th e  f in d in g s  o f the o rg a n iz a tio n  to  th e  
Subcommittee oh A n t i t r u s t  and Monopoly. The Bureau com piled d a ta  r e l a t ­
ing  to  the  100 m ost a c t iv e  ac q u irin g  companies w ith in  the  200 la r g e s t  
m anufactu ring  companies between 1950 and 1963. In  a d d i t io n ,  29 s e l e c t  
in d u s tr ie s  were c o n s id e re d . During th i s  p e r io d , firm s in  th e  paper and 
a l l i e d  p ro d u c ts  in d u s try  acq u ired  firm s w ith  a s s e ts  v a lu ed  a t  $760.9
g
m ill io n .  Of th e  29 s e le c te d  in d u s t r i e s ,  th e  paper and a l l i e d  p ro d u c ts
in d u s try  ranked second in  d o l la r  v a lu e  o f  acq u ired  a s s e ts  and in  number 
9
of a c q u is i t io n s .
T h e o re tic a l  economics e a s i ly  embraces m ergers and a c q u i s i t io n s - -  
fundam ental a n a ly s is  o f th e  long -run  r e l a t e s  to  v a r io u s  s iz e d  o p e ra tio n s  
which a g iven  f irm  m ight u n d ertak e , and any growth can , t h e o r e t i c a l l y ,  be 
ach ieved  by e x te rn a l  o r in te r n a l  means. A m erger o r a c q u is i t io n  w i l l
7"M ergers Soared in  '6 7 , and A c c e le ra te d  Pace i s  Expected fo r  
'6 8 ,"  W all S t r e e t  J o u r n a l . January  3 , 1968, p . 13.
Q
U. S . ,  C ongress, S en a te , Committee on the  J u d ic ia r y ,  Economic 
C o n cen tra tio n . H e a rin g s , b e fo re  the Subcommittee on A n t i t r u s t  and 
Monopoly, S en a te , 89 th  C ong., 1 s t  s e s s . , 1965, P a r t  2 , p . 963.
9 lb id .
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d im in ish  by one, orti m ore, th e  number o f  f irm s  in  th e  in d u s try .  The 
p o te n t ia l  r e a l iz a t io n  o f  b o th  in t e r n a l  and e x te rn a l  economies of s c a le  
to  th e  su rv iv in g  economic e n t i ty  i s  enhanced through m ergers. Assuming 
f u r th e r  th a t  an a c q u ir in g  firm  is  faced  w ith  a n e g a tiv e ly  sloped  demand 
cu rv e , th e  a d d i t io n a l  o u tp u t w i l l  be so ld  a t  lower p r ic e s ;  the  consumer 
w i l l  b e n e f i t .  Though th e  s t r u c tu r e  o f the  in d u s try  suggests  v igorous 
p r ic e  co m p e titio n , i t  i s  a common s o c ia l  assum ption  th a t  mergers d ec re a se  
co m p e titio n  and in c re a s e  th e  degree o f m on o p o liza tio n . An a ttem p t o f 
th i s  th e s is  w i l l  be to  r e l a t e  th e o r e t ic a l  s t r u c tu r e s  w ith  r e a l i s t i c  
rr^sults'.-.ofothe m erger a c t i v i t y  of th e  te n  m ost a c t iv e  a c q u is i to r s .
The Employment A ct o f 1946 s t a t e s  t h a t  " i t  i s  th e  p o lic y  o f  th e  
f e d e ra l  government to  he lp  ach ieve th e  'maximum p ro d u c tio n , employment 
and pu rchasing  pow er' c o n s is te n t  w ith  m a in ta in in g  a f r e e ,  p r iv a te  e n te r ­
p r i s e  s y s t e m . I n  th e  r e s p e c t  th a t  government i s  concerned w ith  
economic s t a b i l i t y ,  so a ls o  i s  any economic system . And, i t  must p ro v id e  
fo r  grow th. The im p lic a tio n  i s  th e  same fo r  an in d iv id u a l f irm  in  which 
c o rp o ra te  growth i s  e s s e n t i a l ,  e s p e c ia l ly  to  management. S a le s - - th e  
d i r e c t io n  o f change—i s  one o f the m ost obvious in d ic a to r s  o f co rp o ra ­
t io n  perform ance. S a les  become a c o rp o ra te  b arom eter. As W illiam  
Baumol has su g g es ted , s a le s  m axim ization has re p la c e d  p r o f i t  maximiza­
tio n ;
Though businessm en a re  in te r e s te d  in  th e  s c a le  o f t h e i r  o p e ra tio n s  
p a r t l y  because they  see  some co n n ec tio n  between s c a le  and p r o f i t s ,
I  th in k  m anagem ent's concern  w ith  th e  le v e l  o f  s a le s  goes con­
s id e ra b ly  f u r th e r .  In  my d ea lin g s  w ith  them I  have been s tru c k  w ith  
th e  im portance which th e  o l i g o p o l i s t i c  e n te rp r is e s  a t ta c h  to  the
10
George Leland  Bach, Economics (5 th  e d .; Englewood C l i f f s :  
P re n t ic e -H a ll ,  I n c . ,  1966), p . 221.
v a lu e  o f  th e i r  s a l e s . A sm all r e v e r s a l  in  an  upward s a le s  tre n d  
which can q u ite  reaso n ab ly  be d ism issed  a s  a random movement some­
tim es le ad s  to  a m ajor review  o f th e  c o n c e rn 's  s e l l i n g  and p roduc­
t io n  m e th o d s ,i ts  p ro d u c t l i n e s ,  and even i t s  in t e r n a l  o rg a n iz a tio n a l 
s t r u c tu r e
T his i s  ev idence enough th a t  one method o f  overcoming a lag g in g  s a le s
p ic tu r e  can be th rough  a c q u is i t io n .
N ineteen  s ix ty - f iv e  n o ted  re c o rd  p ro d u c tio n  f ig u r e s ,  c lim ax ing
th e  in c re a se  in  o u tp u t which o ccu rred  each y ea r (w ith  th e  ex ce p tio n  o f
fou r) between 1950 and 1965. P er c a p i ta  consum ption in c re a se d  a p p ro x i-
12m ately  75 p e rc e n t fo r  th e  same p e r io d .  These d a ta  r e f l e c t  a g r e a te r  
consumer demand fo r  pap er and a l l i e d  p ro d u c ts .  T h is  would fu r th e r  
su g g es t th a t  th e  in d u s try  i s  expanding i t s  c a p a c ity .  A lthough m ergers 
e f f e c t iv e ly  c o n tr ib u te  to  an a c q u ir in g  com pany's p ro d u c tio n , th ey  do n o t 
n e c e s s a r i ly  in c re a se  th e  in d u s tr y 's  c a p a c i t i e s .  D uring th e  p e r io d  
covered , th e  in d u s try  pumped m ill io n s  o f d o l la r s  in to  new f a c i l i t i e s ,  
and th e  m ost a c t iv e  a c q u is i to r s  in v e s te d  la rg e  c a p i t a l  o u tlay s  in to  
improvements and expansion .
The U nited  S ta te s  is  the  la r g e s t  consumer o f pap er and a l l i e d  
p ro d u c ts , b u t the  p o te n t ia l  m arkets fo r  th e se  p ro d u c ts  th roughout the 
w orld a f fo rd s  th e  in d u s try  a v a s t  new m ark e t. Using n ew sp rin t as one 
exam ple, th e  1964 p e r  c a p ita  consunq)tion f o r  s e v e ra l  s e le c te d  c o u n tr ie s  
ran  from a low of 0 .3  lb s .  in  I n d ia ,  to  a h ig h  o f  37.9 lb s .  fo r  the  
U nited  S ta te s  (see  T ab le 1 ) . These f ig u re s  a re  im p ressiv e  in  a number o f 
ways. F i r s t ,  they  su g g es t a low r a t e  o f  l i t e r a c y  th roughou t th e  w orld . 
Second, changing consum ption p a t te r n s  in d ic a te  a change in  a c o u n try 's
^^W illiam  J .  Baumol, B usiness B ehav io r. V alue and Growth 




s ta n d a rd  o f  l i v in g ,  r e f l e c t i n g  u l t im a te ly  a change in  i t s  n a t io n a l  
economy. T h ird , and perh ap s most im p o rta n t, c o n s id e r in g  th e  c u r re n t  
U. S. b a lan ce  "of paym ents p rob lem s, i s  th e  v a s tn e s s  o f  the  p o te n t ia l  
m arkets being  opened up by the in d u s try .  "In  1950 U. S. p ap e r companies 
had $378,000,000 in v e s te d  abroad in  v a r io u s  m anufactu ring  e n te r p r i s e s .  
Today, investm en ts a re  abou t $1 ,100 ,000 ,000 . And as th e se  investm en ts  
have been made over a c o n s id e ra b le  p e r io d  o f y e a rs ,  a p e rce n tag e  of 
fo re ig n  ea rn in g s  a re  c o n t in u a lly  being  r e p a t r ia t e d ." ^ ^
"U n til v e ry  r e c e n t ly  econom ists w idely  assumed th a t  a com peti­
t i v e  s t r u c tu r e  produced th e  b e s t p o s s ib le  perform ance r e s u l t s . O n  
th e  o th e r  hand, Schum peter w ro te , "The t r a i l  le ad s  n o t to  th e  doors o f 
th o se  firm s th a t  work under c o n d itio n s  o f  co m p ara tiv e ly  f r e e  co m p e titio n  
b u t p r e c i s e ly  to  th e  doors o f th e  la rg e  concerns . . . and a shocking 
s u s p ic io n  dawns upon us th a t  b ig  b u s in ess  may have had more to  do w ith  
c r e a t in g  th a t  s ta n d a rd  o f  l i f e  th a n  w ith  keeping  i t  d o w n . M e r g e r s  
p o in t  up th e  b a s ic  dichotom y co n fro n tin g  th e  r e g u la t in g  b o d ie s , the  
academ ic community, and th e  p r a c t i t i o n e r .  The is s u e  o f  expanding corpo­
r a t e  u n i t  by means o f  m erger and a c q u is i t io n  i s  q u i te  obv io u sly  n o t a 
s im ple one. P erh ap s, as M arshall su g g e s ts , a le s s o n  may be le a rn e d  
from th e  young t r e e s  o f th e  f o r e s t  as they  s tru g g le  in  the shade of 
t h e i r  o ld e r  r iv a l s :
Many succumb on th e  way, and a few only  s u rv iv e ; tho se  few become 
s tro n g e r  w ith  ev ery  y e a r ,  th ey  g e t a la rg e r  sh a re  o f l i g h t  and a i r
^^"How Paper S erves A m erica," op. c i t . . p . 34.
^^W alter J .  Mead, C om petition  and O lieopsonv in  th e  Douglas F ir  
Lumber In d u s try  (B erk e ley : U n iv e rs ity  o f C a l ifo rn ia  P re s s ,  1966), p .  2.
^^Joseph A. Schum peter, C a p ita lism . S o c ia lism , and Democracy 
(3 rd  e d . ;  New York: H arper and B ro th e rs , 1950), p . 82.
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TABLE 1
PER CAPITA NEWSPRINT CONSUMPTION FOR 
SELECTED COUNTRIES; AVERAGE FOR
1955-59 and 1964 
( In  Pounds)
C ountry A verage
1955-59
1964
A u s t r a l ia 28.5 '  - 31 .3
Canada 22.8 23.3
Denmark 15.6 26.0
F rance 10.4 11.3
West Germany 7 .8 11.7
Ghana 0 .4 1 .5
In d ia 0 .2 0 .3
Japan 6 .0 12.5
Mexico 2 .4 2 .9
New Zealand 26.2 26.3
P oland 1 .8 1 .8
Spain 1 .9 3.1
Sweden 23.8 29.9
Turkey 0 .7 1.1
U .S .S .R . 1 .6 2 .7
U n ited  Kingdom 19.7 26.0
U nited  S ta te s 35.7 37.9
Source: U nited N atio n s. S t a t i s t i c a l  Yearbook: 1 9 6 5 ( S t a t i s t i c a l
O ffice of the U nited  N a tio n s, New Y ork, 1966), pg. 723-724.
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w ith  every  In c re a se  o f  t h e i r  h e ig h t ,  and a t  l a s t  in  th e i r  tunn they  
tow er above th e i r  n e ig h b o u rs , and seem as though they  would grow on 
fo re v e r ,  . . . But they  do n o t . . . Though th e  t a l l e r  ones have a 
b e t t e r  access  to  the l i g h t  and a i r  th an  t h e i r  r i v a l s ,  they  g ra d u a lly  
lo se  v i t a l i t y ;  and one a f t e r  an o th e r  they  g iv e  p la c e  to  o th e rs ,  
w hich though o f  le s s  m a te r ia l  s t r e n g th ,  have on th e i r  s id e  the  
v ig o u r o f you th .
S im ila r ly ,  m ergers and a c q u is i t io n s  can be u t i l i z e d  to  r e t a in  v ig o r .
17They a ls o  can be u t i l i z e d  to  avo id  c o rp o ra te  o b so lescen ce .
Economics c o n s is ts  o f to o ls  which can be used to  fo rm u la te  a
b a s is  fo r  s o c ia l  p ro g n o s is . Schumpeter n o te s :
A n a ly s is , w hether economic o r o th e r ,  never y ie ld s  moce th a n  a s t a t e ­
ment abou t th e  te n d en c ie s  p r e s e n t  in  an o b serv ab le  p a t t e r n .  And 
th e se  never t e l l  us w hat w i l l  happen to  th e  p a t te r n  b u t on ly  what 
would happen i f  they  co n tin u ed  to  a c t  as th ey  have been a c t in g  in  
th e  tim e in te r v a l  covered  by ou r o b se rv a tio n  and i f  no o th e r  f a c to r s  
in tru d e d .IB
I t  i s  th e re fo re  f i t t i n g  th a t  the p a t te r n s  evolved  by th e  ten
most a c t iv e  a c q u is i to r s  in  th e  pap er and a l l i e d  p ro d u c ts  in d u s try  be
examined. I t  i s  n ece ssa ry  in  o rd e r to  fo rm u la te  p a t te r n s  of b eh av io r 
which may occur in  the  f u t u r e .
Purpose
S ince m ergers and a c q u is i t io n s  co g en tly  a f f e c t  th e  economic 
c lim a te  o f  b o th  community and n a t io n ,  i t  i s  th e  ex p ed ien t pu rpose  of th i s  
paper to  in v e s t ig a te  the  m otives and subsequent p a r t i c ip a t io n  o f th e  te n
most a c t iv e  a c q u is i to r s  in  th e  p ap er and a l l i e d  p ro d u c ts  in d u s try  du ring
the  m erger movement from 1950 th rough  1965. The main o b je c tiv e  i s  to
ïG A lfred  M arsh a ll, P r in c ip le s  o f Econom ics. V ol. I :  T ex t, w ith
a n n o ta tio n s  by C. W. G u illebaud  (9 th  e d .;  New York: M acm illan Company,
1961), pp. 315-316.
^^See "B u ild ing  D efenses A g a in s t O bso lence,"  F in a n c ia l  E x e c u tiv e . 
A ugust, 1967, pp . 23-24.
IQ
Schum peter, op. c i t . .  p . 61.
an a ly ze  th e  s t r u c t u r e ,  b eh av io r p a t t e r n s ,  and perform ance re c o rd s  o f 
th e  firm s w ith in  th e  in d u s tr y ,  and to  e v a lu a te  th e  co n d itio n s  under 
which s ig n i f i c a n t  m erger a c t i v i t y  e x i s t e d .  The issu e  i s  fundam en ta lly  
th e  r e c o n c i l i a t io n  o f th e o r e t i c a l  concep ts  w ith  r e a l i s t i c  p erfo rm ances.
Scope
Since th e  p ap er and a l l i e d  p ro d u c ts  in d u s try  was so  in te n s iv e ly  
engaged in  a c q u i s i t i o n s ,  i t  was reco g n ized  th a t  an  in v e s t ig a t io n  o f the  
in d u s try  would in d ic a te  a  judgm ent, a lth o u g h  perhaps n o t  a co n c lu s iv e  
judgm ent, upon the  economic c lim a te  of th e se  p a r t i c u l a r  y e a r s .  Because 
economic th e o ry  of th e  firm  i s  based  upon b e h a v io ra l p a t te r n s  w ith in  a 
g iven  in d u s t r y ,  and s in c e  v a r io u s  s iz e d  firm s were re p re se n te d , i t  seemed 
a p p ro p r ia te  to  d e l im it  th e  s tu d y  to  th e  te n  most a c t iv e  a c q u i s i to r s .
Method o f  Approach
Once th e  purpose and scope o f t h i s  s tu d y  was d e te rm in e d , th e  study, 
s ta r te d - .w ith  a d e ta i le d  a n a ly s i s  o f  th e  a v a i la b le  in d u s try  d a ta .  U nfor­
tu n a te ly ,  i t  became r e a d i ly  a p p a re n t th a t  th e re  a re  few s tu d ie s  s p e c i f i ­
c a l ly  r e la te d  to  th e  p a p e r and a l l i e d  p ro d u c ts  in d u s try .  T urn ing  to  th e  
tra d e  o rg a n iz a t io n s ,  namely th e  Am erican Paper I n s t i t u t e  and The N a tio n a l 
Paper Trade A s s o c ia t io n , i t  was soon d isc o v e re d  th a t  th e se  ag en c ies  leave 
much to  be d e s ir e d  as to  p e r t i n e n t  d a ta  o f m erg ers . A number o f  govern­
ment p u b lic a t io n s  p ro v id e  p a r t i a l  in s ig h t  in to  v ario u s  m erger a c t i v i t i e s  
of th e  in d u s try  and an o v e r a l l  im p ressio n  o f th e  m erger movement b u t 
p ro v id es  l im i te d  d a ta  fo r  th e  in d iv id u a l  f irm s . Thus, i t  was n e c e ssa ry  
th a t  th e  a u th o r  co rresp o n d  w ith  th e  companies them selves. The m a te r ia ls  
fu rn ish e d  by th e s e  com panies, m ain ly  c o rp o ra te  h i s to r i e s  and an n u a l 
r e p o r ts ,  p ro v id ed  th e  m ost e s s e n t i a l  in s ig h ts  in to  c o rp o ra te  p o l i c i e s  of
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in d iv id u a l m e rg e rs . A number o f  lo c a l  paper m erchants was3 in te rv iew ed  
and th ey  p ro v id ed  cogent a sp e c ts  o f  the  m erger movement in  i t s  e f f e c t  
on th e  community. A v a s t  volume o f trad e  p u b lic a t io n s  wase made 
a v a i la b le  by th e se  m erchan ts , e s p e c ia l ly  by Roger A rno ld , P re s id e n t  fif 
Empire P ap er, W ich ita  F a l l s ,  Texas, and i n t e r l i b r a r y  loan  s e rv ic e  helped  
to  f i l l  in  gaps o f  s p e c i f ic  m a te r ia ls .
Sources
There has been l i t t l e  w r i t t e n  on m ergers and a c q u is i t io n s  in  
th e  pap er and a l l i e d  p ro d u c ts  in d u s try .  The re fe re n c e s  a v a i la b le  a re  
o f a g e n e ra l n a tu r e ,  and s p e c i f ic  m a te r ia ls  a re  r e la te d  to  th e  aggrega­
t io n  o f in d u s try  f ig u r e s .  As to  in d u s try ,  two o f  th e  p rim ary  sources 
used were p ro v id ed  by the American Paper I n s t i t u t e :  The S t a t i s t i c s  o f
P a p e r , and M onthly S t a t i s t i c a l  Summary. The U. S. D epartm ent o f  Commerce, 
B usiness and D efense S e rv ic e s  A d m in is tra tio n  p u b lish e s  a m onthly b u l le t in ,  
P u lp . P ap e r, and B oard , w hich proved h e lp fu l .  An annual r e p o r t - - !!. S. 
I n d u s t r ia l  O utlook- - c i t e s  re c e n t tre n d s  and th e  c u r re n t  o u tlo o k  on an 
in d u s try -b y - in d u s try  b a s i s .  O ther p u b lic a tio n s  o f  th e  D epartm ent of 
Commerce, B usiness S t a t i s t i c s :  1965. and the  Census of M an u fac tu res .
In d u s try  S t a t i s t i c s ,  of th e  U. S. Bureau o f  th e  C ensus, c o n tr ib u te d  
u s e fu l in d u s try  d a ta .  S p e c if ic  m a te r ia ls  came m ain ly  from th e  com panies. 
Legal sou rces were d e r iv e d  from d e c is io n s  ren d ered  by th e  Supreme C ourt, 
the  F e d e ra l T rade Commission, and th e  J u s t ic e  D epartm ent on s p e c if ic  
paper c a s e s ,  and v a r io u s  s e c tio n s  o f  th e  Sherman A c t, th e  C lay ton  A c t, 
and th e  C e lla r-K e fa u v e r  A ct were c i te d .
Secondary so u rces  in c lu d e  re s e a rc h  r e p o r ts  from th e  N a tio n a l 
I n d u s t r ia l  C onference Board, M ergers and M ark e ts . These r e p o r ts  were
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ex trem ely  h e lp fu l  in  c ro s s -c h e c k in g  merger cases  which invo lved  th e  ten  
f irm s in  th i s  s tu d y . P aper S a le s , a t r a d e  p u b lic a tio n  se rv in g  p aper 
m erchants and t h e i r  salesm en  from 1950 to  d a te , was used . Perhaps the 
m ost v a lu a b le  is su e  was th e  "25bh A nn iversary  I s s u e ,"  January, 1966.
T his e d i t io n  p ro v id ed  a w e a lth  o f in fo rm atio n  concern ing  th e  e v o lu tio n a ry  
p ro cesse s  o f th e  in d u s try .  O ften c o n su lte d  was Moodv' s I n d u s t r ia l  Manual 
one o f  the m ost com plete so u rces  fo r  m ergers and a c q u is i t io n s .  A number 
o f  annual s e r ie s  p u b lish e d  by le ad in g  b u s in ess  jo u rn a ls  were v a lu a b le :
The Fortune D ire c to ry  o f The 500 L a rg e s t U. S. I n d u s t r ia l  C o rpo ra tions  
w hich compares i n d u s t r i a l  ran k in g s  b e fo re  and a f t e r  m erger; D un 's Review- - 
"The R atio s  o f  M anufactu ring"; and Forbes — "Annual R eport on American 
I n d u s tr y ,"  which ranks com panies and in d u s tr ie s  by th e i r  perform ance 
r e c o rd s .
Of g r e a t  im portance were th e  H earings b e fo re  th e  Subcommittee 
on A n t i t r u s t  and Monopoly. Economic C o n c e n tra tio n , a f iv e - p a r t  s e r i e s ,  
p ro v id ed  a com prehensive s tu d y . E a r l i e r  H earings were a ls o  in fo rm a tiv e : 
C u rre n t A n t i t r u s t  P rob lem s. P a r ts  I ,  I I ,  I I I ,  1955; A Study o f th e  
A n t i t r u s t  Laws. P a r ts  I  and I I ,  1955; and L e g is la tio n  A ffe c tin g  Corpo­
r a t e  M ergers. 1956.
Many s ig n i f i c a n t  books have been p u b lish ed  by th e  N a tio n a l 
Bureau of Ecanomic R esearch . Of p a r t i c u l a r  v a lu e  to  t h i s  th e s i s  were: 
M erger Movements in  American InduT try ; 1895-1956 by Ralph L. N elson; 
D iv e r s i f ic a t io n  and I n te g r a t io n  in  American In d u s try  by M ichael G ort; 
and C a p ita l and R ates o f R eturn  in  M anufacturing In d u s tr ie s  by George 
J .  S t i g l e r .  Three a d d i t io n a l  books p rov ided  background r e le v a n t  to  
m anageria l problem s faced  by co rp o ra tio n s--p ro b lem s th a t  a r i s e  from the 
tim e o f  an i n i t i a l  d e c is io n  to  t h a t  o f a f in a l  in te g r a t io n .  These works
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were designed  fo r  th e  p r a c t i t i o n e r ,  r a th e r  th a n  fo r  th e  academ ician .
One o f  the  most a u t h o r i t a t iv e  works was w r i t t e n  by Myles L. Mace and 
George G. Montgomery, J r . —Management Problem s o f  C o rp o ra tiv e  A cq u is i­
t io n s  . M ergers and A c q u is it io n s : P lan n in g  and A c tio n  p re p a re d  fo r the
F in a n c ia l  E x ecu tiv e s  R esearch  F oundation , and The C orporate  M erger, 
e d i te d  by W illiam  W. A lb e r ts  and Joe E. S e g a l l ,  w hich p e r ta in s  to  the 
m e rg e r -a c q u is it io n  p ro cess  a s  a means o f  c o rp o ra te  grow th, were 
in v a lu a b le .
O rg an iza tio n  o f C hap ters  
C hapter I I  d e s c r ib e s  th e  paper and a l l i e d  p ro d u c ts  in d u s try  
and p ro v id es  d a ta  fo r  th e  s e le c te d  f irm s . C hap ter I I I  e n t a i l s  the 
number o f  m ergers w hich th e se  firm s com pleted betw een 1950 and 1955, 
and in c lu d e s  a d e ta i l e d  a n a ly s is  o f th e  s p e c i f i c  m erge rs. S ig n if ic a n t  
f a c to r s  o f m erger a c t i v i t y  a re  d iscu ssed  in  C h ap te r IV. C hapter V 
p e r ta in s  to  fo rm id ab le  o b s ta c le s  to  m erge rs. In  C hap ter VI a d isc u s ­
s io n  o f p o s s ib le  r e s u l t s  o f th e  m erger movement i s  d is c u s se d . Chapter 
V II i s  devoted  to  a summary.
CHAPTER I I  
DESCRIPTION OF THE INDUSTRY
In tro d u c t io n
I t  would be naive to  assume t h a t  th e  d i r e c t io n  in  w hich th e  
paper^and a l l i e d  p ro d u c ts  in d u s try  moves p resupposes th e  d i r e c t io n  o f  th e  
American economy. N e v e r th e le s s , a s t r ik in g  su g g e s tio n  o f p a r a l le l i s m  
e x i s t s ,  and such an assum ption  would n o t be e n t i r e ly  in o rd in a te .
A s e q u e n tia l  d i r e c t io n  o f  grow th has made th e  paper and a l l i e d  
p ro d u c ts  in d u s try  one o f th e  l a r g e s t  in d u s t r i e s  on th e  American m anufac­
tu r in g  sc e n e . Using 1964 as a s t a r t i n g  p o in t ,  th i s  in d u s try ,  based  on 
d o l l a r  a s s e t s  p e r  employee w ith in  the  in d u s try ,  was ranked  as th e  s ix th  
l a r g e s t  in  th e  co u n try . There were on ly  f iv e  o th e r  in d u s t r i e s —p etro leu m  
r e f in in g ,  tob acco , m in in g , ch em ica ls , and m e ta l m an ufac tu ring --w h ich  
u t i l i z e d  more a s s e ts  p e r  em ployee.^ For pap er and wood p ro d u c ts , a 
ty p ic a l  employee was su p p o rted  by $21,250 w orth  o f a s s e ts  w ith  $22,726 
w orth  of s a le s  per em ployee.^ The f ig u re  fo r  a s s e ts  p e r  employee was 
ap p ro x im ate ly  th re e  and o n e -h a lf  thousand d o l la r s  h ig h e r than  th e  a l l  
in d u s try  a v e ra g e , and s a le s  p e r  employee were a few hundred d o l la r s  le s s
O
in  paper th a n  the  a l l  in d u s try  a v e ra g e .
^U. S. Bureau o f th e  C ensus, S t a t i s t i c a l  A b s tra c t o f  th e  U nited  
S ta te s :  1966 (87 th  e d .;  W ashington, D. C.: Government P r in t in g  O ff ic e ,
1966), p . 493.
^ Ib id .
^ Ih id .
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O v e ra ll ,  th e  p a p e r  and wood p ro d u c ts  in d u s try  rem ained in  s ix th  
p o s i t io n  in  1965 in  term s o f a s s e t s  p e r  employee; however, th e re  was a 
g a in  fo r  th e  in d u s try  in  term s o f  s a le s  per employee when th e  in d u s try  
moved from e le v e n th  to  n in th  in  t h i s  ca teg o ry  (see  T able 2 fo r  1965 d a t a ) . 
Based on th e  in d u s try  m edian, each  w orker was supp o rted  w ith  $23,690 
w orth o f a s s e t s ,  w ith  s a le s  o f  $23 ,644, s l ig h t ly  le s s  th an  d o l la r  fo r  
d o l la r ,  a s s e ts  fo r  s a l e s .^  For a l l  in d u s t r i e s ,  each w orker was suppo rted  
by le s s  a s s e ts  in  d o l l a r  f ig u r e s ,  b u t s a le s  p e r w orker was approx im ate ly  
f i f t e e n  hundred d o l la r s  h ig h e r .  The s a le s  p e r  d o l l a r  o f in v e s te d  c a p i ta l  
was $1.58 fo r  p ap er and wood p ro d u c ts  w ith  a 6.0 p e rc e n t r e tu r n ,  and a 
9 .9  p e rc e n t r e tu r n  on in v e s te d  c a p i t a l .  W ith th e  ex ce p tio n  of r e tu r n  on 
s a le s ,  th e se  f ig u re s  do n o t compare fav o rab ly  w ith  a l l  in d u s t r i e s .
The in d u s try  has more th a n  5 ,200 m anufactu ring  p la n ts  sp read  
acro ss  48 s t a t e s  which produce more th a n  43 m il l io n  to n s  o f  paper and 
p aperboard . T h is re p re s e n ts  ab o u t an  even s p l i t  o f th e  volume fo r  each 
commodity.5  In  a d d i t io n ,  th e  p ap er and a l l i e d  p ro d u c ts  in d u s try  employs 
approx im ate ly  650,000 w orkers whose average h o u rly  e a rn in g s  as o f 1965 
were $2.75 p e r  hour.&  In  w ages, s a l a r i e s  and f r in g e  b e n e f i t s ,  the 
in d u s try  p a id  some $4.5 b i l l i o n  to  i t s  em ployees.^ The t o t a l  s a le s  of 
th e  in d u s try  were in  ex cess  o f $15 b i l l i o n  in  1965 when th e  in d u s try
Û
r e a l iz e d  $1 .2  b i l l i o n  in  n e t p r o f i t s  b e fo re  ta x e s .  Taxes p a id  to  th e
4see  T ab le 2.
^"How Paper S erves A m erica ,"  o p . c i t . . p . 9.
^"M onthly S t a t i s t i c a l  Summary," American P aper I n s t i t u t e ,
V ol. XLV, No. 1, p . 2.
^"How P aper S erves A m erica ,"  lo c .  c i t .
®"A C a p ita l  and Income Survey o f  th e  U nited  S ta te s  Paper In d u s try : 
1939-1965," American P ap er I n s t i t u t e  (New York, 1966), p . 22.
TABLE 2
SELECTED FINANCIAL DATA FOR THE LARGEST INDUSTRIAL CORPORATIONS, BY INDUSTRY,^ 1965
In d u s try A ss e ts  p e r  
Employee^
S a le s  p e r  
Employee^
S a le s  p e r  
D o lla r  o f  
I n v e s te d  
C a p i ta l^
R e tu rn  on 
S a le s
R e tu rn  on
In v e s te d
C a p i ta l
P e tro le u m  r e f in i n g $80781 $62108 $1.27 8.3% 10.4%
M ining 57482 40940 1 .28 1 1 .1 1 3 .9
Tobacco 52874 42864 1 .37 8 .6 1 3 .5
C hem icals 28625 28714 1 .70 7 .5 1 2 .6
M eta l m a n u fa c tu r in g 23774 25532 1 .67 6 .0 1 0 .6
P ap e r and wood p ro d u c ts  
G la s s ,  cem ent, gypsum.
23690 23644 1 .5 8 6 .0 9 .9
c o n c re te 21196 22700 1 .52 7 :0 : 1 0 .9
P h a rm a c e u tic a ls 20411 23758 1 .71 1 0 .3 18 .0
Food and b ev e ra g e  
S h ip b u ild in g  and r a i l r o a d
20228 41845 3 .50 2 .8 10 .2
equipm ent 20118 24330 1.90 6 :4 : 1 1 .6
S oaps, c o sm e tic s 18061 32906 2 .7 8 6 .5 1 4 .9
P u b lis h in g  and p r i n t i n g  
M easu rin g , s c i e n t i f i c  and
17735 24366 2 .15 6 .9 14 .7
p h o to g ra p h ic  equ ipm ent 17113 20413 1 .6 3 6 .1 1 3 .5
Rubber 15799 22334 2 .7 3 4 .1 1 1 .1
Farm and i n d u s t r i a l  m ach inery 14597 20615 2 .11 5 .5 14 .0
Ui
TABLE 2 --C o n tin u e d
I n d u s try A ss e ts  p e r  
Employee^
S a le s  p e r  
Employee^
S a le s  p e r  
D o lla r  o f  
In v e s te d  
C a p i ta l^
R e tu rn  on 
S a le s^
R e tu rn  on 
In v e s te d  
C a p i ta l
M otor v e h ic le s  and p a r t s $14337 $24392 $2.80 4.4% 13.6%
M eta l p ro d u c ts 13012 20426 2 .35 4 .8 1 1 .3
T e x t i l e s 12825 17788 2 .1 8 4 .4 11 .1
O ff ic e  m ach inery
( in c lu d e s  com puters) 11753 13825 2 .37 5 .0 1 2 .3
A p p lia n c e s , e l e c t r o n i c s 11751 18113 2 .6 9 5 .0 12 .5
A i r c r a f t  and p a r t s 9366 19911 4 .3 8 3 .3 1 4 .3
A p p are l 9226 13692 3 .28 4 .1 13 .8
A ll  in d u s t r y  * 17608 24141 2 .20 5 .5 11 .8
o\
In c lu d e s  o n ly  th o se  com panies in  500 l a r g e s t  i n d u s t r i a l s
" In d u s try  m edians
S o u rce ; "The F o rtu n e  D i r e c to r y ,"  F o r tu n e , V o l. LXXIV, J u ly  15, 1966, p . 250,
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F ed e ra l government fo r  th e  same y e a r  were over $500 m i l l i o n ,9 and an 
a d d i t io n a l  sum o f  ab o u t h a l f  t h i s  f ig u re  was p a id  in  the form of s t a t e  
and lo c a l  ta x e s .
But th e re  i s  more th an  s t a t i s t i c s  to  the s to ry  o f p ap e r. Paper
i s ,  in  e f f e c t ,  th e  s to r y  o f c i v i l i z a t i o n .  The h i s to r y  o f  paper-m aking
i s  concerned n o t so much w ith  the  developm ent of th e  p r in te d  page, b u t 
r a th e r  w ith  the  thousands o f a p p l ic a t io n s  and p o te n t ia l  a p p l ic a t io n s  of 
t h i s  v e r s a t i l e  m a te r ia l .  Through re s e a rc h  and developm ent, th e  a p p l ic a ­
t io n s  to  which p a p e r  and  i t s  b y -p ro d u c ts  have been ad ap ted  fo rc e s  us to  
conclude th a t  one f a c e t  seems param ount, and th a t  i s  change. As fo r  the 
paper and a l l i e d  p ro d u c ts  in d u stry , w ith  i t s  a m e lio ra tio n  and d iv e r s i f i c a ­
t io n ,  i t  has cu lm in a ted  in  advantageous change. The e f f ic a c y  w ith  which 
i t  p ro v id es  Americans a  b e t t e r  s ta n d a rd  o f  l iv in g  i s  e v id e n t in  th e  te c h ­
n o lo g ic a l ly  im proved p ro d u c ts  which a re  now a v a i la b le  in  th e  consumer 
m arket.
In  view o f th e  g e n e ra l im portance o f paper in  the  development o f
c i v i l i z a t i o n ,  and re c o g n iz in g  i t s  p a r t i c u l a r  re le v a n c e  to  the  American
economy, i t  i s  co m p atib le  t h a t  the  c h a r a c t e r i s t i c s  o f  th e  in d u s try  be 
exam ined. The developm ent o f  the te n  m ost a c t iv e  a c q u is i to r s  in  the  
in d u s try  betw een 1950 and 1965 needs e x p lo ra tio n  a ls o  in  o rd e r  to  
p a r t i c u l a r i z e  th e  b a s ic  elem ents of th i s  th e s i s .
The P ap er and A ll ie d  P ro d u c ts  In d u s try
T h is  in d u s try  m anufactures, as a m ajor group, pu lp  p r im a r ily  from 
wood, r a g s ,  and o th e r  f ib e r s  and co n v erts  i t  in to  paper and  board . The 
Bureau o f  Census, in  i t s  1963 Census o f  M an u fac tu res , f u r th e r  in c lu d es
9 lb i d .
10"How P aper S erves A m erica ,"  lo c .  c i t .
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th e  co n v erted  p ro d u c ts  such as coated  p a p e r , pap er b ag s, paperboard  
boxes and e n v e l o p e s . H o w e v e r ,  some of th e  i n d u s t r i e s '  p ro d u c ts  a re  
c l a s s i f i e d  in  o th e r  m ajor g roup ings: carbon paper i s  in c lu d ed  in
In d u s try  3291; group 26 in c lu d es  p u lp , p a p e r , and board  m i l l s ;  co n v erted  
p ap er and paperboard  p ro d u c ts , excep t c o n ta in e rs  and boxes; and p a p e r­
board  c o n ta in e rs  and boxes.
While th e re  is  some o v erlap  o f p ro d u c ts , th e  degree o f  s p e c ia l iz a ­
t io n  i s  s ig n i f i c a n t ly  h ig h . In  1963 shipm ents by m i l ls  in  t h i s  group of 
in d u s tr ie s  c o n s is te d  o f  99 p e rc e n t p u lp , paper and paperboard  and only 
1 p e rc e n t o f  o th e r  p ro d u c ts .  These were c h ie f ly  co n v erted  p ap e r and
board  p ro d u c ts  and b a s ic  chem icals produced as a by -p ro d u c t o f th e  pulp
12o p e ra t io n s .  These m i l l s  a ls o  accounted  fo r  n e a r ly  a l l  of th e  p u lp , 
paper and board  produced  in  a l l  m anufac tu ring  i n d u s t r i e s . There i s  a 
h ig h  degree o f in te g r a t io n  w ith in  th i s  group, e s p e c ia l ly  paperboard  m ills  
and v a r io u s  c o n ta in e r  c o n v e rtin g  in d u s t r i e s .  In  many c a s e s , th e  same 
in d u s tr ie s  which produce paperboard  boxes, c o rru g a te d  and s o l id  f ib e r  
boxes as w e ll as s a n i t a r y  food c o n ta in e r s ,  a ls o  m anufacture and co n v ert a 
s u b s ta n t i a l  p a r t  o f th e  p ap erb o a rd . This i s  accom plished e i t h e r  a t  the  
same, or se p a ra te  l o c a t i o n s . I n t e g r a t i o n  between prim ary  m i l l s  and 
co n v ertin g  p la n ts  i s  le s s  n o tic e a b le  in  th e  m anufactu re  o f o th e r  con­
v e r te d  paper and p aperboard  p ro d u c ts . As in  th e  case  of m anufactu res o f
Ü. S. Bureau o f  th e  C ensus, Census o f M anufactures: 1963.
V ol. I I ,  In d u s try  S t a t i s t i c s , p t .  1, m ajor groups 20 to  28 (W ashington, 
D. C.:  Government P r in t in g  O ff ic e , 1966), pp . 26-31.
^̂ Ib id .
l ^Ib id .
l^Ibid. _
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paperboard  c o n ta in e rs  and boxes, th e se  o th e r  co n v e rtin g  in d u s tr ie s  
d isp la y  r e l a t i v e ly  h ig h  s p e c ia l iz a t io n  and coverage r a t i o s . W i t h  th e  
excep tio n  o f p a r t  of the bag in d u s try , th e  o v e ra l l  com position o f th e se  
firm s i s  c h a ra c te r iz e d ,  on the  w hole, by "independen t"  o r  n o n in te g ra te d  
f i la n ts —p la n ts  n o t a s s o c ia te d  o r a f f i l i a t e d  w ith  a prim ary  paper o r 
board m i l l .
Net S a le s
In  term s o f  n e t  s a le s  th e  o v e ra l l  growth p a t te r n  fo r  the in d u s try  
has been an im p ress iv e  one. In  1950, n e t  s a le s  in  the  p ap er and a l l i e d  
p roducts  in d u s try  were $6,377 m il l io n .  By 1965 t h i s  f ig u re  had in c re a se d  
n early  th r e e - f o ld ,  reac h in g  $16,224 m i l l i o n . T h i s  would re p re s e n t a 
r e l a t iv e  change o f  154 p e rc e n t over th e  s ix te e n  y ea r p e r io d  covered by 
th is  s tu d y , w ith  a  38 p e rc e n t in c re a se  in  n e t s a le s  fo r  the  in d u s try  
between 1960 and 1965. The fo llow ing  ta b le  shows th e  changes in  d o l la r  
amounts as w e ll as  p e rce n tag es  fo r  each y e a r; i t  i s  n o ted  th a t  th e  in d u s try  
has ex p erien ced  an in c re a se  in  i t s  n e t s a le s  every  y ea r s in c e  1961. W ith 
the ex cep tio n  o f fo u r  y e a rs ,  the in d u s try  ex perienced  in c re a se d  s a le s ,  
and t h i s  i s  rough ly  s e v e n ty - f iv e  p e rc e n t o f th i s  tim e p e r io d .
P a r t  o f  th e  in d u s t r y 's  n e t  s a le s  a re  a t t r i b u t a b l e  to  s a le s  made 
by fo re ig n  owned m anufac tu ring  a f f i l i a t e s .  However, n o t a l l  of th e se  
a f f i l i a t e s  a re  c o n so lid a te d  w ith  th e  p a re n t company. The f ig u re s  shown 
in T ab le 4 in d ic a te  th e  im portance of th e se  fo re ig n  a f f i l i a t e s  to  the 
p a ren t company; o f  how g re a t  an im portance w ill  be recogn ized  l a t e r  when
l ^Ibid.
^^Ibid.
C a p ita l  and Income S u rv ey ,"  lo c . c i t .
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a d is c u s s io n  of s p e c if ic  m ergers en ab les  us to  see  t h a t  n e a r ly  a th i r d  
of th e  m ergers invo lved  th e  a c q u i s i t io n  o f fo re ig n  com panies.
In  o rd e r to  g e t a r e a l i s t i c  p ic tu r e  o f f o r e ig n  a f f i l i a t e s ,  i t  i s  
n e c e ssa ry  to  p o in t  ou t t h a t ,  w ith  th e  e x ce p tio n  o f  Canada, b o th  th e  p ro ­
d u c tio n  and d i s t r i b u t io n  o f th e s e  p ro d u c ts  was m ain ly  lo c a l  o r w ith in  the  
im mediate a re a . Only a sm all amount o f  th e se  s a le s  r e p re s e n t  s a le s  to  
the U n ited  S ta te s .  Canada i s 'a r t 'e x c e p t io n .. Canada ex p o rted  over f i f t y  
p e rc e n t o f  i t s  p ro d u c tio n  to  th e  U n ited  S ta te s .
S e le c te d  B alance Sheet D ata
The paper in d u s try  was in  a r e l a t i v e l y  sound f in a n c ia l  p o s i t io n  
th roughou t the  y e a rs  1950-1965, showing a n e t p r o f i t  o f more th an  a 
h a l f  b i l l i o n  do lla ra- each y ea r w ith  th e  e x c e p tio n  o f  fo u r . I t  i s  d i f f i ­
c u l t  to  g e n e ra liz e  about th e  r a t e  o f r e tu r n  and n e t  p r o f i t  w ith o u t 
making b o th  in t r a in d u s tr y  and in t e r in d u s t r y  co m p a tiso n s . N in e teen  s ix ty -  
f iv e  r e p o r ts  by th e  In d u s try  S tu d ie s  Departm ent o f  Dun and B ra d s tre e t;  
c i t e d  m edian da ta  fo r  numerous r a t i o s  o f m an ufac tu ring  in d u s t r i e s ,  
in c lu d in g  p ap er, having u t i l i z e d  y ear-en d  f in a n c ia l  s ta te m e n ts  of v a r io u s  
co n ce rn s , and by rank ing  each f irm  in d iv id u a l ly  from h ig h e s t to  low est, 
came up w ith  th e se  f ig u re s :  n e t  p r o f i t s  as  a p e rc e n ta g e  o f n e t  s a le s ,
p a p e r , w ith  54 concerns r e p o r t in g ,  had a r a t i o  o f  4 .6 3  as compared to
197.20 f o r  the  upper q u a r t i l e ,  and 1.70 fo r  the  low er q u a r t i l e .  These 
median d a ta  a re  a l i t t l e  low er, though, than  th e  f ig u r e  re p o r te d  by the  
FTC-SEC fo r  the same y e a r . The same r a t i o  l i s t e d  fo r  p aper boxes was
18U. s . ,  D epartm ent o f  Commerce, O ffice  o f  B usiness Econom ics, 
Survey o f  C urren t B u s in e s s . V ol. XLV, No. 5 (W ashington, D. C . : Govern­
ment P r in t in g  O ff ic e , 1966), p . 8.
^^Dun's Review. V ol. LXXXVIII, November, 1966, p . 76.
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TABLE 3
NET SALES, PAPER AND ALLIED PRODUCTS INDUSTRY 
1950-1965
Year N et S a le s  
(M illio n s  
o f  D o lla rs )
P e rcen tag e  Change 
from P rev io u s  Year 
(P e rcen t)
1950 6,377 23.2
1951 8,022 25.4
1952 7,688 -4 .8
1953 8,371 8 .9
1954 8,492 1 .4
1955 9,847 15.9
1956 10,686 8 .5
1957 10,420 -2 .5
1958 10,256 -1 .6
1959 11,824 15.3
1960 11,764 -0 .5
1961 12,525 6.5
1962 13,698 9 .4
1963 14,050 2 .6
1964 14,771 5 .1
1965 16,224 9 .8
Source: "A C a p ita l  and  Income Survey of th e  U nited  S ta te s  
Paper In d u s try : 1939-1965,"Am erican Paper I n s t i t u t e  
(New Y ork, 1966), p . 22,
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TABLE 4
SALES OF FOREIGN OWNED MANUFACTURING AFFILIATES IN 
PAPER AND ALLIED PRODUCTS INDUSTRY BY AREA 
1957, 1959, and 1961-65 
(M illio n s  o f D o lla rs )
Year
AREA




T o ta l 
A ll  A reas
1957 769 55 34 23 881
1959 800 60 50 30 940
1961 870 85 70 35 1060
1962 945 100 80 55 1180
1963 1042 130 105 65 1342
1964 1212 145 148 90 1595
1965 1366 178 166 110 1820
Source: U. S . ,  D epartm ent of Commerce, O ffice  o f B usiness Economics,
Survey o f C u rren t B u s in ess . V ol. XLV, No. 5 (W ashington,
D. C . : Government P r in t in g  O ff ic e , 1966), p . 8.
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203.33 , and f o r  pap er p ro d u c ts , th e  f ig u re  was 4 .1 6  fo r  th e  y e a r ly  average .
On the  o th e r hand, th e re  were a number o f  in d u s t r ie s  w hich ex p erien ced
sm alle r r a t i o s :  shoes (2 .0 0 ) ,  s t r u c t u r a l  iro n  and s t e e l  f a b r ic a to r s
(3 .4 4 ) ,  m eats and p ro v is io n s  ( 0 .8 3 ) ,  and d a iry  p ro d u c ts  ( 1 .5 8 ) .  But
th e re  were a l s o  a number o f b u s in esse s  w hich enjoyed  a g r e a te r  r a t e  of
n e t p r o f i t  to  t h e i r  n e t s a le s :  drugs ( 5 .9 3 ) ,  g e n e ra l i n d u s t r i a l
m achinery (5 .7 5 ) ,  m echanical in s tru m en ts  (6 .3 7 ) ,  m e d ica l, s u rg ic a l  and
d e n ta l equipm ent (6 .1 6 ) ,  books, p u b lish in g  and p r in t in g  ( 7 .3 6 ) ,  chem icals
21(6 .0 8 ) , and p e tro leu m  re f in in g  (5 .3 1 ) .  These f ig u r e s ,  in d ic a t in g  n e t 
p r o f i t s ,  r e p re s e n t  th e  s u b tra c t io n  o f a l l  expenses, in c lu d in g  in  t h i s  
case  fe d e ra l  income ta x e s , from n e t  s a le s  to  a s c e r t a in  n e t  p r o f i t s  a f t e r  
ta x e s .
However, th e re  has been an o v e ra l l  d e c lin e  in  th e  r a t i o  fo r  the  
in d u s try  d u rin g  th e  p e r io d  exam ined. In  1950 th e  r a t i o  was 8 .7  fo r  the 
in d u s try  as compared w ith  5 .4  in  1965. T able 5 n o te s  th a t  th e  p e rc e n t­
age of n e t p r o f i t  to  s a le s  fo r  pap er and a l l i e d  p ro d u c ts  moves, in  
g e n e ra l, in  th e  same d ir e c t io n  as th e  r a t i o  fo r  a l l  m anufactu ring  
in d u s t r ie s .  A downward movement o f th e  r a t i o s  du rin g  th e  1950' s ,  chang­
ing to  an upward s p i r a l  during  th e  mid 1 9 5 0 's , i s  a p a t te r n  t h a t  i s  
ap p a re n tly  r e p e a tin g  i t s e l f ,  though no t as c l e a r ly ,  in  th e  s i x t i e s .
The s im i la r i ty  o f th e  o v e ra l l  grow th p a t te r n  of the  economy w ith  the  
p a t te r n  o f  p r o f i t s  to  n e t s a le s  w ith in  b o th  the  p ap er and a l l i e d  p ro d u c ts  






PROFIT AFTER TAXES AS A PERCENT OF SALES AND NET WORTH, 
PAPER AND ALLIED PRODUCTS INDUSTRY, ALL MANUFACTURING INDUSTRIES,-
1950-1965.
Year
P e rcen tag e  o f S a le s P ercen tag e of Net Worth
P aper & 
A ll ie d  
P ro d s .
A ll  
Mfg. 
In d u s .
Paper & 
A ll ie d  
P ro d s .
A ll  
Mfg. 
In d u s .
1950 8 .7 7 .1 15.6 15.0
1951 7 .0 5 .2 14.1 11.4
1952 5 .7 4 .3 10.3 10.2
1953 5 .4 4 .3 9 .9 10.4
1954 5 .6 4 .5 9 .7 9 .8
1955 6 .1 5 .4 11.2 12.3
1956 6 .1 5 .3 11 .4 12.0
1957 5 .0 4 .8 8 .9 10.7
1958 4 .5 4 .2 7 .3 8 .4
1959 5 .2 4 .8 9 .3 10.2
1960 5 .0 4 .4 8 .4 9 .1
1961 4 .7 4 .3 7.7 8.7
1962 4 .6 4 .5 8 .1 9 .6
1963 4 .5 4 .7 8 .0 10.1
1964 5 .1 5 .2 9 .1 11.4
1965 5 .4 5 .6 10.0 12.6
1as re p o r te d  ^  FTC-SEC
Source: "A C a p i ta l  and Income Survey of th e  U nited  S ta te s  Paper
In d u s try : 1939-1965," American Paper I n s t i t u t e  (New Y ork,
1966), p . 25.
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22o f th e  in d u s try  and  th e  g e n e ra l economy. I t  i s  in t e r e s t in g  to  n o te  
th a t  th e  in d u s try  p a id  f e d e ra l  income taxes  ra n g in g  from a low o f $424 
m ill io n  in  1950 to  a h ig h  of $858 m il l io n  in  1951. The amount o f fe d e ra l 
taxes  p a id ,  w ith  th e  e x c e p tio n  o f 1950, were g r e a te r  than  n e t  p r o f i t s  
u n t i l  1955 when th e  t r e n d  re v e rse d  i t s e l f .  P r im a r i ly ,  th i s  was due to  a 
re d u c tio n  in  th e  ta x  r a t e  from 52 p e rc e n t to  48 p e rc e n t (see  T able 6 ) .
The p e rce n tag e  change in  f e d e ra l  taxes  p a id  by th e  in d u s try  between 
1930 and 1965 was 46 p e rc e n t;  n e t  s a le s  in c re a se d  by 154 p e rc e n t;  n e t 
p r o f i t s  grew by some 56 p e rc e n t .  F urtherm ore , when n e t  p r o f i t s  a f t e r  
tax es  a re  combined w ith  d e p re c ia t io n , d e p le tio n  and a m o rt iz a tio n , cash  
flow in c re a se d  from $720 m i l l io n  in  1950, to  $1,540 m i l l io n  in  1965, a 
114 p e rc e n t in c re a s e .  The p r in c ip a l  f a c to r  was th e  change in  d e p re c ia ­
t io n ,  e t .  a l . ,  which amounted to  more th an  a 300 p e r c e t t  in c re a s e  between 
1950 and 1965. The s ig n if ic a n c e  of t h i s  in c re a s e  in  cash  flow  has become 
more m eaningfu l i n  re c e n t y e a rs  in  investm ent a n a ly s i s .  Many a n a ly s ts  
p r e f e r  u s in g  cash  flow  as  opposed to  n e t  income as a means o f  ev a lu a tin g  
the perform ance o f  a g iv en  in d u s try .  A nother grow th in d ic a to r  i s  d iv i ­
dends p a id .  Here th e  in d u s try  has in c re a se d  i t s  d iv idends approxim ately  
130 p e rc e n t  s in ce  1950, and abou t 31 p e rc e n t from  1960 u n t i l  1965.
The grow th of th e  in d u s try  over th e  l a s t  decade and a h a l f  i s  
fu r th e r  ev idenced  in  th e  in c re a s e  of i t s  a s s e ts  which were s l i g h t ly  
more than  $5 b i l l i o n  in  1950 (see  Table 7 ) . By 1965, the  in d u s try  
ex p erien ced  an in c re a s e  o f 174 p e rc e n t when t o t a l  a s s e ts  grew to  n e a r ly
22An e x c e l le n t  source  of data  fo r  m anufac tu ring  r a t i o s  i s  D r. Leo 
T roy ' s Manual o f  Perform ance R atio s  fo r  B usiness A n a ly s is  and P r o f i t  
E v a lu a tio n  (Englewood C l i f f s :  P re n t ic e -H a ll ,  I n c . ,  1966). This work
d isc u sse s  a  number o f in d u s t r i e s ,  and allow s one to  make good i n t r a ­
in d u s try  com parisons w hich a re  so m eaningful when e v a lu a tin g  a f i r m 's  
p erfo rm an ce .
TABLE 6
SALES, PROFITS AND CASH FLOW, PAPER AND ALLÏED PRODUCTS INDUSTRY, 1950-1965
( In  M il l io n s  o f  D o lla r s )
Y ear N et
S a le s
N et P r o f i t  
B e fo re  
Taxes
F e d e ra l
Taxes
N et P r o f i t s  
A f te r  Taxes
D iv id e n d s  R e ta in e d  
E a rn in g s
D e p re c ia t io n
D e p le t io n
A m o rtiz a tio n
Cash
Flow
1950 6,377 982 424 558 178 N.A. 162 720
II9 5 1 8 ,022 1,417 858 559 200 N.A. 183 742
1952 7,688 1,000 563 437 196 N.A. 222 659
1953 8 ,371 1 ,005 554 450 203 N.A. 242 692
1954 8 ,492 970 493 479 227 252 268 747
1955 9,847 1 ,206 601 604 259 345 310 914
1956 10,686 1 ,283 626 657 273 384 360 1 ,0 1 7
1957 10,420 1,020 497 521 270 251 376 897
1958 10,256 899 440 460 286 220 406 866
1959 11 ,824 1 ,2 0 4 585 619 290 329 459 1 ,0 7 8
1960 11 ,764 1 ,135 546 587 312 275 480 1 ,0 6 7
1961 12,525 1,120 535 583 328 255 531 1 ,1 1 4
1962 13,698 1 ,212 584 628 340 288 583 1 ,2 1 1
1963 14,050 1,215 581 634 348 286 615 1 ,2 4 9
1964 14,771 1,312 557 754 376 378 641 1 ,3 9 5
1965 16 ,224 1 ,488 619 869 409 461 671 1 ,5 4 0
^ e t  p r o f i t s  a f t e r  ta x e s  p lu s  d e p r e c ia t io n ,  e t c .
S o u rce : "A C a p i ta l  and Income S urvey  o f  th e  U n ite d  S ta t e s  P a p e r  In d u s t r y : 1939-1965 ," A m erican
P ap e r I n s t i t u t e (New Y ork , 1 9 6 6 ), p .  22.
too\
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$14 b il l io n  by 1965. During th is same period the Industry Increased Its  
to ta l cap ita l from $4,075 m illion  to $11,111 m illion . This represents 
a 173 percent increase. Another important factor affectin g  the growth of 
the paper and a llie d  products industry is  the amount i t  has been w illin g  
to invest in new cap ita l expenditures. Inpressivc In th is  respect is  the 
increase of nearly 275 percent in  capital expenditures between 1950 and 
1965; an increase In expenditures each year over the previous year 
occurred, with only a few exceptions. These figures echo the prominent 
part which the paper and a llied  products industry plays in the growth of 
the national economy.
Production of paper and board for the United States a lso increased 
every year except In 1952 and 1957. In 1950, over 24 m illion  tons of 
paper and board were produced, and by 1965 production had climbed to 
nearly 44 m illion  tons, representing a 79.4 percent increase (see Table 8). 
The change in  the manufacturing index, obviously, paralleled  actual pro­
duction, and further implies the growth of the industry.
Per capita consumption Is a relevant and important factor. Con­
sumption of paper and board in the United States for 1966 totaled 48.8  
m illion  tons, the equivalent of 501.3 pounds for every Individual within  
the country. Since the u tiliz a tio n  of paper products is  so c lo se ly  
related to the general a c tiv ity  of the economy,, one can expect that con° 
susptlon w il l  tend to lev e l off or decline during periods of lower 
industrial production, and rise  when output increases. Given an expand­
ing population, the per capita consumption of paper and board, in  
general, has been Increasing each year since 1950. In 1955 consumption 
reached the 400 plus pounds per person le v e l, and i t  was not u n til 1965
23Apparent consumption Is production plus imports less  exports.
TABLE 7
SELECTED BALANCE SHEET DATA, PAPER AND ALLIED PRODUCTS INDUSTRY, 1950-1965
( In  M il l io n s  o f  D o lla r s )
Y ear ï o t a l
A ss e ts
P r o p e r ty ,  P la n t  
& Equipm ent
N et P ro p e r ty  







T o ta l
C a p i ta l
C a p i ta l
E x p e n d itu re s
1950 5,055 N.A. 2 ,285 3,585 490 4,075 300
1951 6,005 N.A. 2 ,600 3 ,9 6 3 625 4,588 390
1952 6,301 4 ,6 4 3 2 ,777 4 ,2 9 8 784 5 ,082 370
1953 6,825 5 ,349 3,272 4 ,5 5 9 803 5 ,362 400
1954 7,085 5 ,6 9 4 3,367 4 ,9 6 3 908 5 ,871 N.A.
1955 7,785 6,171 3 ,623 5 ,4 0 3 1,010 6 ,4 1 3 560
1956 8 ,492 7,028 4 ,2 1 3 5 ,7 7 2 1 ,286 7 ,058 750
1957 8 ,407 7,502 4 ,509 5 ,8 0 9 1 ,309 7,118 770
1958 9,170 8,200 4,818 6,341 1,500 7,841 580
1959 9,721 8 ,740 5 ,0 6 2 6 ,642 1,500 8 ,142 630
1960 10,087 9 ,432 5 ,385 6 ,956 1 ,4 9 9 8 ,455 750
1961 11,051 10,447 5 ,857 7,612 1,670 9 ,282 680
1962 11,670 11,058 6,062 7 ,7 6 6 1 ,755 9,521 720
1963 11,859 11,420 6 ,079 7 ,8 8 6 1,900 9 ,794 720
1964 12,560 12,380 6 ,585 8 ,3 0 4 1 ,9 6 4 10,268 940
1965 13,850 13,378 7,321 8 ,672 2 ,4 3 9 11,111 1 ,120
N.A. Not a v a i la b l e
S o u rce : "The S t a t i s t i c s  o f  P a p e r ," A m erican P ap er I n s t i t u t e (New Y ork , 1 9 6 6 ), p . 15.
to
00
"M onthly S t a t i s t i c a l  Summary," A m erican P a p e r I n s t i t u t e ,  J a n u a ry , 1967, p . 2.
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TABLE 8
PAPER AND BOARD PRODUCTION, AND 
CONSUMPTION FOR THE UNITED STATES 
1950-1965
Year P ro d u c tio n  
(1000 's )
M anufacturing  
Index , Paper 
& A ll ie d  P ro d u c ts  
(P e rcen t)
2
Consumotion
Tons L b s . Per 
(1000 's )  C ap ita
1950 24,375 73.8 29,012 382 .5
1951 26,047 78.2 30,561 395.9
1952 24,418 74.5 29,017 369.7
1953 26,605 81.1 31,360 393.0
1954 26,876 82.0 31,379 386 .4
1955 30,178 92.5 34,719 420 .1
1956 31,441 96.9 36,496 434 .0
1957 30,666 96.2 35,268 412 .0
1958 30,823 97.2 35,119 403 .5
1959 34,015 106.7 38,725 435 .5
1960 34,444 107.7 39,138 433 .2
1961 35,698 113.7 40,260 438 .2
1962 37,543 119.7 42,218 452 .4
1963 39,231 125.1 43,716 461 .6
1964 41,748 133.4 46,429 483 .4
1965 43,746 N.A. 48,773 501 .3
^1957-1959 = 100
2
Consumption i s  p ro d u c tio n  p lu s  im ports minus e x p o r ts .
N.A, Not a v a i la b le
Source: U. S . ,  D epartm ent o f  Commerce, O ffice  o f  B usiness Econom ies,
B usiness S t a t i s t i c s :  1965 (W ashington, D. C.: Government
P r in t in g  O f f ic e ,  1965), p . 17.
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t h a t  i t  reached  the  500 p lu s  pounds p e r  p e rso n  p la te a u —an in c re a se  o f  
a l i t t l e  over 30 p e rc e n t .  T his r e f l e c t s  to  some degree the  changing 
p a t te r n s  in  a number o f a rea s  se rv ed  by paper p ro d u c ts , such a s  in  
packaging m a te r ia ls  as w ell as th e  trem endous change in  th e  a rea  o f  edu­
c a t io n ,  and the  uses to  which pap er a r e  in c o rp o ra te d  in  order to  se rv e  
th e se  changes.
The U nited S ta te s  i s  th e  w o r ld 's  l a r g e s t  p roducer of p ap e r and 
board ; y e t  the  coun try  h a s , between 1950 and 1965, im ported la rg e  q u a n t i­
t i e s  from o th e r  c o u n tr ie s .  As was p o in te d  ou t e a r l i e r ,  Canada is  the 
m ajor s u p p lie r  to  the  U n ited  S ta te s .  A ccording to  Table 9 , im ports o f  
p ap er and board were over 5 m i l l io n  to n s  in  1950, in c re a s in g  to  n e a r ly  
7 m il l io n  tons by 1965. C onversely , ex p o rts  were le s s  than  400 thousand 
to n s  in  1950, b u t very  s ig n i f i c a n t ly  in c re a se d  to  n e a r ly  2 m ill io n  tons 
by 1965, re p re se n tin g  an approxim ate f iv e - f o ld  in c re a s e . Imports 
in c re a se d  about o n e - th ird  du rin g  th e  same p e r io d .
The in d u s try , h i s t o r i c a l l y ,  has been faced  w ith  p ro d u c tio n  
in c re a se s  as  paced by p a p a c ity  in c re a s e s  w hich, as w i l l  be d iscu ssed  in  
more d e t a i l  l a t e r ,  has helped  keep p r ic e s  of th e  v a rio u s  products f a i r l y  
c o n s ta n t . Table 10 shows some in te r e s t in g  r e la t io n s h ip s  among v a rio u s  
w ho lesa le  p r ic e  in d ic e s  in v o lv in g  p u lp , pap er and a l l i e d  p rd d u c ts . Con­
s id e r in g  i n i t i a l l y  th e  p e rce n tag e  changes between 1950 and 1965,; one can 
see th a t  on ly  one index , w aste p a p e r , r e f l e c te d  a d ec rease  in p r i c e s .  
M oreover, th e  o th e r  in d ic e s  in c re a se d  by tw enty or more p e rc e n t. This 
compares w ith  an 18.1 p e rc e n t in c re a s e  fo r  a l l  com m odities, and a 23.6  
p e rc e n t in c re a se  fo r  a l l  com modities excep t farm  and food. Using a 
com parison of 1959 w ith  1965, th e re  i s  a com plete r e v e r s a l  of the  
p rev io u s  p a t te r n .  Ohe..ob’ser<?éad th a t  a l l  bu t one in d ex , paper, experienced
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TABLE 9
IMPORTS AND EXPORTS OF PAPER 
AND BOARD, UNITED STATES 
1950-1965 
( In  Tons)




1953 5 ,230,866 475,345
1954 5,189,880 687,098
1955 5 ,385 ,786 845,227
1956 5,836,309 281,762
1957 5 ,471,512 869,736
1958 5,148 ,634 853,010
1959 5,622,175 911,917
1960 5,721,133 1,026 ,962
1961 5,777,811 1,215,570
1962 5,867,973 1,192,817
1963 5 ,825,775 1 ,340 ,798
1964 6,386,247 1 ,704 ,933
1965 6,802,259 1,775,339
Source: "The S t a t i s t i c s  of P a p e r A m e r i c a n  P aper I n s t i t u t e
(New York, 1966), p . 24.
TABLE 10
SELECTED WHOLESALE PRICE INDEXES 
1950-1965
(1957-59 = 100 .0 )
Y ear A ll
Commod­
i t i e s
A ll  
Com m odities 
E x cep t Farm 
caddFBodd
P u lp , 
P ap er & 
A l l i e d  





P ap er P a p e r ­
b o ard
C o n v erted  
P ap e r & 
B oard 
P ro d u c ts
B ldg . 




P e r  Ton
1950 8 6 .8 8 2 .9 77 .1 7 9 .4 128 .9 74 .7 77 .1 7 6 .8 74 .9 7 4 .8
1951 96 .7 91.5 9 1 .3 95.0 203.2 8 3 .6 96 .8 92 .0 7 8 .9 86 .7
1952 94 .0 8 9 .4 89 .0 92 .6 75 .7 87 .0 93 .6 8 9 .6 8 0 .3 86 .5
1953 92 .7 90 .1 8 8 .7 9 0 .6 9 7 .9 88 .1 9 1 .3 8 8 .3 84 .5 8 6 .9
1954 9 2 .9 9 0 .4 8 8 .8 91 .1 8 6 .8 8 8 .9 9 1 .4 8 8 .1 8 8 .9 87 .5
1955 93 .2 9 2 .4 91 .1 93.8 119.5 91 .1 9 3 .3 8 9 .6 91 .1 91 .2
1956 9 6 .2 96 .5 97 .2 97 .8 121 .2 9 6 .4 99 .0 9 6 .9 9 5 .3 97 .1
1957 99.0 99 .2 99.0 98 .7 8 3 .3 99 .6 100.1 99 .2 98.5 9 9 .6
1958 10 0 .4 99 .5 100 .1 100.7 :9 5 .3 99 .8 100 .0 1 0 0 ,4 99 .7 99 .1
1959 100 .6 101 .3 100 .1 100 .7 12 1 .4 100 .6 99 .9 10 0 .3 101 .8 101 .1
1960 100 .7 101 .3 100 .8 100 .2 9 0 .3 102.0 9 9 ,4 102 .8 10 1 .4 99 .8
1961 100 .3 100 .8 98 .8 95.0 780.5 102 .2 92 .5 99 .5 100 .8 98 .7
1962 100 .6 100 .8 100 .0 93 .2 97 .5 102 .6 98 .1 101.0 97 .2 9 9 .6
1963 100 .3 100.7 99 .2 91 .7 92 .2 10 2 .4 94.2 99 .7 96 .2 97 .2
1964 100.5 101.2 99 .0 96 .1 9 2 .4 10 3 .6 9 6 .4 9 8 .3 94 .2 96 .6
wN)
TABLE 10 —C ontinued
Y ear A ll
Commod­
i t i e s
A l l
Com m odities 
E x cep t Farm 
and Food
P u lp , 
P ap er & 
A l l i e d  




P ap e r
P ap er P a p e r ­
b o ard
C onverted  
P ap e r & 
Board 
P ro d u c ts
B ldg . 
P a p e r & 
Board
A verage 
V alue  
P e r  Ton
P e rc e n ta g e
Change
1950-1965
+ 1 8 .1 + 2 3 .6 + 2 9 .6 + 2 3 ,6 -2 2 .9 + 3 9 .4 + 2 5 .0 + 2 9 .2 + 2 4 .0 + 3 1 .1
P e rc e n ta g e
Change
1959-1965
+  1 .9 +  1 .2 -  1 .2 -  2 .6 -1 8 .2 +  3 .5 -  3 .5 -  1 .0 -  8 .8 -  3 .0
ww
S o u rce ; "A C a p i ta l  and Income Survey o f  th e  U n ite d  S ta t e s  P ap e r I n d u s t r y :  1939-1965 ,"  A m erican P ap er
I n s t i t u t e  (New Y ork , 1 966), p .  26.
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a d ec re ase  in  th e  le v e l  o f w ho lesa le  p r ic e s .  In  some c a s e s ,  the  change 
was sm a ll, w ith  conv erted  paper and board p ro d u c ts  down 1 p e rc e n t; w here­
as in  o th e r  c a se s , as th a t  of w aste p a p e r, th e  index  was down 18.2 p e r ­
c e n t . These changes, though, were co u n te r to  a l l  com modities which 
experien ced  abou t a 2 p e rc e n t in c re a se  fo r  th e  p e r io d . The o v e ra ll  
p a t t e r n  o f  r e l a t i v e ly  s ta b le  p r ic e s  no t on ly  r e f l e c t s  th e  a b i l i t y  o f th e  
in d u s try  to  keep c a p a c ity  in  l in e  w ith  expanded demand, bu t helps e x p la in  
the  f a i r l y  c o n s ta n t r a t e  o f n e t  p r o f i t s ,  a f t e r  ta x e s ,  to  n e t s a le s .  
In c rea sed  c a p a c ity  has been one o f the p r in c ip a l  f a c to r s  in  Holding in  
check the  p r ic e s  o f  th e  in d u s try .  Given an in c re a s e  in  demand, i t  would 
be ex p ec ted , c e t e r i s  p a r ib u s , t h a t  p r ic e s  would in c re a s e .  However, th i s  
has n o t been th e  case  in  th e  l a s t  few y e a rs ;  though i t  has been tru e  fo r  
th e  o v e ra l l  scope o f th i s  s tu d y .
Compensation to  Employees 
The r o le  o f  th e  w orker in  the  p ap e r and a l l i e d  p ro d u c ts  in d u s try  
is  undoubtedly  as  im p o rtan t to  th e  o v e ra l l  grow th of th e  in d u s try  as any 
o th e r  f a c to r  of p ro d u c tio n . D uring the p e r io d  covered  employment 
in c re a se d  from 484,000 f u l l - t im e  e q u iv a le n t employees to  640,000 by 1965, 
re p re s e n t in g  an in c re a se  o f 32.2 p e rc e n t (se e  T able 11 ). However, the  
number of w orkers which were d i r e c t l y  in v o lv ed  in  p ro d u c tio n  in c re a se d  
from 415,000 in  1950 to  497,000 in  1965 ( r e f e r  to  Table 12 ). Thus, i t  
i s  n o ted  th a t  p ro d u c tio n  w orkers accounted  fo r  app ro x im ate ly  78 p e rc e n t 
of th e  la b o r fo rc e  o f the  in d u s try .  This i s  s ig n i f i c a n t  when compared 
to  1950 f ig u re s  when p ro d u c tio n  w orkers re p re s e n te d  abou t 86 p e rc e n t of 
th e  work fo rc e ,  p o in tin g  up th e  ever-expand ing  r o le  p la y ed  by non-produc­
t io n  em ployees.
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Though th e  la b o r fo rc e  In c re a se d  by a t h i r d ,  wages and s a la r i e s  
saw an  even g r e a te r  change. For exam ple, in  1950, th e  in d u s try  p a id  
$1,684 m i l l io n  in  wages and s a l a r i e s  to  i t s  em ployees. S ix te e n  y ea rs  
l a t e r  the f ig u re  ro se  to  a l i t t l e  more th an  $4 b i l l i o n  w hich amounts to  
an in c re a s e  o f 153 p e rc e n t;  however, t h i s  f ig u re  does n o t in c lu d e  su p p le ­
ments to  wages and s a l a r i e s .  I t  i s  in  t h i s  a re a  th a t  th e  w orkers have 
made s ig n i f i c a n t  g a in s .  They have r e a l iz e d  over a fourW fold in c re a s e  as 
wage and s a la r y  supplem ents grew from $96 m i l l io n  in  1950 to  $409 m ill io n  
by 1965. By com bining th e se  ite m s—w ages, s a l a r i e s  and supplem ents to  
wages and s a la r ie s - -w e  see  th a t  th e  t o t a l  com pensation to  em ployees grew 
from $1,780 m i l l io n ,  the  f ig u re  f o r  th e  i n i t i a l  y e a r ,  up to  1965 when 
th e  t o t a l  had in c re a se d  162 p e rc e n t ,  re a c h in g  a re c o rd  h igh  fo r  th e  
in d u s try  o f  $4,662 m i l l io n  a t  the c lo se  o f th e  p e r io d .  The average 
e a rn in g s  f o r  each f u l l - t im e  employee in  th e  in d u s try  in c re a se d  from 
$3,479 in  1950 to  $6,645 in  1965. This r e p re s e n ts  a r e l a t i v e  change of 
91 p e rc e n t in  money te rm s. However, to  b e t t e r  comprehend th e se  d a ta ,  
i t  m ight be i n t e r e s t i n g  to  c o n v e rt the d a ta  from money term s to  r e a l  
te rm s, and thus be ab le  to  e v a lu a te  th e  em phasis on th e  money i l l u s io n .
In  t h i s  c a s e , th e  Consumer P r ic e  Index w i l l  be used  as a d e f la to r  s in ce  
i t  i s ,  in  g e n e ra l ,  th e  index  commonly used in  la b o r  n e g o t ia t io n s .  Using 
an index o f  83 .8  fo r  1950 and 109.9 fo r  1965, annual average  ea rn in g s  
p a id  to  each  w orker in  1950 w ould, based on 1957-59 d o l l a r s ,  be eq u a l to  
$2,010 as compared to  $3,870 fo r  1 9 6 5 --n ea rly  a doubling  d f r e a l  wages. 
The r e l a t i v e  change amounted to  a  92.5 p e rc e n t in c re a se  w hich means th a t
S. Bureau of th e  Census, P ocket Data Book; 1967 (W ashington,
D. C .: Government P r in t in g  O f f ic e ,  1967), p . 196.
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TABLE 11
COMPENSATION TO EMPLOYEES, 
PAPER AND ALLIED PRODUCTS INDUSTRY 
1950-1965
Year
Wages Supplem ents 
and to  Wages 
S a la r ie s  & S a la r ie s
- -  - ( In  M illio n s )  - - -
Number o f  
F u ll-T im e 
E q u iv a len t 
Employees 
( I n  Thousands)
Average 
Annual 
E arn ings 
P e r Full-T im e 
Employee
1950 $1,684 $ 96 484 $3,479
1951 1,919 126 509 3,770
1952 1,999 129 503 3,974
1953 2,217 146 531 4,175
1954 2,284 159 532 4,293
1955 2,489 175 549 4,534
1956 2,701 196 567 4,764
1957 2 ,804 210 565 4,963
1958 2,855 219 555 5,144
1959 3,138 248 579 5,420
1960 3 ,273 271 590 5,547
1961 3,461 285 595 5,817
1962 3,680 340 615 5,984
1963 3,830 367 622 6,158
1964 4,030 384 625 . 6,448
1965 4 ,253 409 640 6,645
Source: Data 1950-59, "The S t a t i s t i c s  o f P a p e r A m e r i c a n  Paper
I n s t i t u t e  (New York, 1966), p . 17; Data 1960-65, "Annual 
C om pila tion  of American Paper I n s t i t u t e ' s  M onthly S t a t i s t i c a l  




NUMBER OF WORKERS, HOURS WORKED, 
AND EARNINGS FOR PRODUCTION WORKERS, 
PAPER AND ALLIED PRODUCTS INDUSTRY 
1950-1965
Y ear
Number o f 




Gross H rs . p e r  




Gross E arn ings 
p e r  P ro d u c tio n  
Worker 
(D o lla rs )
Average Hourly 
G ross E arn ings 
p e r  P ro d u c tio n  
Worker 
(D o lla rs )
1950 415 43.3 60.53 1.40
1951 434 43.1 65.08 1.51
1952 421 42.8 68.05 1.59
1953 442 43.0 71.81 1.67
1954 440 42.3 73.18 1.73
1955 454 43.1 78.01 1.81
1956 464 42.8 82.18 1.92
1957 463 42.3 85.45 2.02
1958 454 41.9 87.99 2.10
1959 472 42 .8 93.30 2.18
1960 480 42.1 95.15 2.26
1961 478 42.5 99.45 2.34
1962 486 42.5 102.00 2.40
1963 486 42.7 105.90 2.48
1964 489 42.8 109.57 2.56
1965 497 43 .1 114.22 2.65
Source; D ata 1950-64, f o r  average g ross hours and e a rn in g s , U. S . ,
D epartm ent o f  Commerce, O ffic e  o f  B usiness Economics, B usiness 
S t a t i s t i c s :  1965 (W ashington, D, C .: Government P r in t in g
O ff ic e , 1965), pp . 75, 79, 83. D ata f o r  Number of W orkers, 
and a l l  1965 d a ta ,  "Annual C om pilation  o f American Paper 
I n s t i t u t e 's  M onthly S t a t i s t i c a l  Summaries fo r  1966," American 
Paper I n s t i t u t e  (New York, 1967), p .  42.
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th e  w orkers ex p erien ced  a s ig n i f i c a n t  in c re a s e  in  p u rchasing  power over 
t h i s  p e r io d .
I t  i s  an  in t e r e s t in g  p o in t  t h a t  even though average weekly gross 
ea rn in g s  p e r  p ro d u c tio n  w orker in c re a se d  from approx im ate ly  $60 a week 
in  1950 to  $114 in  1965, the average weekly g ro ss  working hours f e l l  
on ly  s l i g h t l y  from 4 3 .3  hours to  43.1  hours fo r  th e  same p e r io d . By 
th e  same to k en , th e  average h o u rly  g ro ss  ea rn in g s  fo r  p ro d u c tio n  w orkers 
in c re a se d  from $1.40 to  $2.65 which h a s , fo r  th e  in d u s try ,  r e f le c te d  a 
pay s c a le  w e ll above th e  fe d e ra l  minimum.
R esearch and Development 
E a r l i e r  in  t h i s  ch ap te r the  in d u s t r y 's  ex p en d itu res  on c a p i ta l  
equipment was d i s c u s s e d . T h e  in d u s t r y 's  p ro je c t io n  of the need fo r  
a d d i t io n a l  c a p a c ity  in  o rd e r to  m a in ta in  i t s  co m p e titiv e  p o s i t io n  in  th e  
economy was n o te d . " In te n s iv e  c o m p e titio n  from o th e r  in d u s t r i e s ,  such as 
p l a s t i c s ,  has had a c o n s id e ra b le  im pact on th e  in d u s try ,  com pelling i t  
to  adopt new m ark e tin g  tech n iq u es  and , o f g r e a te r  im portance, develop new 
p r o d u c t s . T a b l e  13 shows d a ta  r e l a t i n g  to  ex p en d itu res  on re s e a rc h  
and developm ent fo r  a l l  in d u s tr ie s  as w e ll as th e  pap er and a l l i e d  
p ro d u c ts  in d u s try .  The f ig u re s  fo r  1960-64= were based on a R & D 
survey r e le a s e d  by th e  N a tio n a l S c ien ce  F ou n d a tio n , and p u b lish e d  by the  
American P aper I n s t i t u t e .  The 1965 f ig u re s  a re  com piled from e s tim a te s  
p rep a red  by th e  Economics D epartm ent o f  M cGraw-Hill.
25See p . 28.
26"Annual C om pilation  o f American P aper I n s t i t u t e 's  Monthly 
S t a t i s t i c a l  Summaries fo r  1966," American P aper I n s t i t u t e  (New York, 
1967), p . 53.
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Companies w ith in  the p ap er and a l l i e d  p ro d u c ts  in d u s try  sp en t 
$77 m i l l io n  on R & D in  1965 w hich re p re s e n te d  an  in c re a se  of 37.5 
p e rc e n t over th e  $56 m i l l io n  sp e n t in  1960. On th e  av e ra g e , th e  in d u s try  
has in c re a se d  i t s  e x p en d itu re s  by $3.5 m i l l io n  s in c e  1960. "O m itted 
from th e  t o t a l s  in d ic a te d  fo r  1960 th rough  1964 a re  about $2 o r $3 
m i l l io n  p a id  a n n u a lly  to  re s e a rc h  o rg a n iz a tio n s  o u ts id e  th e  in d u s try .
I f  th i s  were in c lu d e d , i t  would r a i s e  th e  annual average to  app ro x im ate ly  
$6 m i l l io n .  However, t h i s  i s  on ly  a sm all f r a c t io n  o f th e  in d u s t r y 's  
t o t a l  n e t  s a le s  which in  1965 amounted to  over $16 b i l l i o n .  I t  shou ld  
be m entioned th a t  re s e a rc h  and development a s  a p e rce n tag e  of s a le s  
has ex p erien ced  an upward tre n d  s in ce  1960.
The p ap e r and a l l i e d  p ro d u c ts  in d u s try ,  though, d id  n o t keep
pace w ith  d o l l a r  e x p en d itu re s  by o th e r  in d u s t r i e s  fo r  re s e a rc h  and
developm ent. "Only two o th e r  in d u s tr ie s  sp e n t sums below th o se  in d ic a te d
fo r  th e  P aper and A ll ie d  P ro d u c ts  In d u s try : Lumber and T e x t i l e s .  In
c o n t r a s t  to  o th e r  in d u s t r i e s ,  however, th e  P aper and A ll ie d  P ro d u c ts
In d u s try  f in a n c e d  i t s  R & D e x p en d itu re s  e n t i r e l y  from company fu n d s.
Along th e  same l i n e ,  i t  would be w ell to  n o te  th e  s iz a b le  c o n tr ib u t io n s
made to  t o t a l  in d u s t r i a l  ex p en d itu re s  fo r  r e s e a rc h  and developm ent by the
F e d e ra l Government. S in ce  1960 fe d e ra l  funds have averaged  ap p rox im ate ly
2957 p e rc e n t o f a l l  such e x p e n d itu re s .
"D esp ite  th e  huge sums sp en t by th e  in d u s try  on new p la n t  and 
equipm ent and th e  r i s i n g  e x p en d itu re s  on R & D p r o je c ts  s in c e  1960,
2 ? Ib id .
28 lb i d . .  p .  54.
2*Ibid.
TABLE 13
EXPENDITURES ON RESEARCH AND DEVELOPMENT FOR
lODUCTS, AÎ 
1960-1965
PAPER AND ALLIED PR ND ALL INDUSTRIES
Y ear Funds 
f o r  
R & D
R & D 
as  a  p e rc e n t  
o f  S a le s
F u l l  Time E q u iv a le n t  
Number o f  R & D S c ie n ­
t i s t s  and E n g in e e rs
A l l  In d u s . P ap e r A l l  In d u s . P ap er A ll  In d u s . P ap er
- ( M il l io n s  o f  D o l l a r s ) - --------(P e r C e n t) - ' ------------(T h o u san d s)--------
11960 10,509 56 2 .8 7 .4 4 292 .0 2 .4
1961 10,908 59 2 .9 4 .4 4 312 .1 2 .6
1962 11 ,464 65 2 .9 1 .45 312 .0 2 .6
1963 12,686 70 2 .9 4 .46 3 2 7 .3 2 .5
1964 13 ,353 73 2 .85 .46 347 .5 2 .6
1965 13,636 77 2 .77 .47 3 46 .3 2 .6
S o u rce : "A nnual C o m p ila tio n  o f  A m erican P a p e r  I n s t i t u t e ' s  M onthly  S t a t i s t i c a l  Summaries
fo r  19 6 6 ,"  A m erican P a p e r  I n s t i t u t e  (New Y ork , 19 6 7 ), p . 55 .
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f in a n c ia l  r e s u l t s  to  d a te  have n o t f u l ly  r e f le c te d  th e  g a in s  th a t  shou ld  
accrue  from th e se  program s. . . C e r ta in ly ,  th e  c a p i t a l  e x p e n d itu re s  
p ro je c ts  u n d ertaken  by th e  Paper In d u s try  d u ring  th e  p e r io d  have enab led  
i t  to  a f f e c t  r i s in g  c o s ts  by in c re a s in g  p ro d u c t iv i ty  a t  an  im p ressiv e  
r a t e .  F u rtherm ore , as over h a l f  th e  p ap er in d u s t r y 's  p re s e n t  c a p a c ity  
has been i n s t a l l e d  du ring  the  p a s t  ten  y e a rs ,  i t  shou ld  be in  a sound 
p o s i t io n  to  meet s u c c e s s fu lly  co m p etitio n  in  i t s  m a rk e ts ."  Should th e
economy co n tin u e  to  grow, i t  would appear th a t  in  o rd e r  f o r  th e  in d u s try  
to  m a in ta in  i t s  co m p e titiv e  edge, e x p en d itu re s  fo r  r e s e a rc h  and develop ­
ment m ust, in  a l l  l ik e l ih o o d ,  move ahead a t  a f a s t e r  r a t e  in  fu tu re  
y e a r s ,
The Ten Most A ctiv e  A c a u is i to r s  
During th e  p e r io d  1950 to  1965 th e  te n  m ost a c t iv e  a c q u is i to r s  
in  the p ap er and a l l i e d  p ro d u c ts  in d u s try  were the fo llo w in g  c o rp o ra ­
tio n s :  The S t. R egis Paper Company, The West V irg in ia  Pulp & Paper
Company, The I n te r n a t io n a l  Paper Company, The K im berly -C lark  Paper 
Company, The Champion Paper Company, The C on ta iner C o rp o ra tio n  o f A m erica,
The Crown Z e lle rb a c h  C o rp o ra tio n , The Mead C o rp o ra tio n , The S c o tt Paper
31Company, and l a s t l y .  The Union Bag=-Camp Paper Company. These firm s a re  
c h a ra c te r iz e d  by one word—d iv e r s i f i c a t io n .  They produce l i t e r a l l y  
thousands o f p ro d u c ts . But d iv e r s i f i c a t io n  a p p lie s  n o t on ly  to  p ro d u c t; 
i t  c a r r i e s  a geogfcàphical c o n n o ta tio n  a s  w e ll .  For exam ple. Mead
3°Ib id .
31 In  1966 th e  name of Union Bag-Camp Paper was o f f i c i a l l y  changed 
to  Union Camp C o rp o ra tio n ; a l s o .  Champion Paper merged w ith . U. S. Plywood 
in  the same y e a r .
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Packaging I n te r n a t io n a l  se rv es  custom ers in  30 c o u n tr ie s ,  d e l iv e r in g
32p ro d u c ts  from i t s  p la n ts  and a f f i l i a t e s  and lic e n s e e s  in  11 n a t io n s .
P a r t i c u l a r  ex an ç les  o f d iv e r s i f i c a t io n  can be seen  th rough 
Crown Z e lle rb a c h  and K im berly -C lark . Crown Z e l le rb a c h 's  d iv e r s i f i c a t io n  
can be co n s id e re d  th rough  i t s  v a r ie d  f a c i l i t i e s . The c o rp o ra tio n  has 
66 p r in c ip a l  s a le s  o f f ic e s  sp read  over tw en ty -fo u r o f th e  c o n t in e n ta l  
U nited  S t a t e s .  I t  has more th an  two m i l l io n  a c re s  o f tim ber la n d s , and 
o p e ra te s  s ix te e n  pulp  and paper m i l ls  in  a d d i t io n  to  i t s  s i x  lumber
OO
m ills  and plywood p la n ts .
K im berly -C lark  i s  r e p re s e n ta t iv e  of p ro d u c t d iv e r s i f i c a t io n .
I t  p roduces more th an  100 p ro d u c ts  in  th re e  b road  a re a s :  s a n i ta ry  paper
p ro d u c ts , com municative p a p e rs , and in d u s t r i a l  p ap e rs  and s p e c i a l i t i e s .  
"S a les  o f th e  compapy's consumer p ro d u c ts , in c lu d in g  f a c i a l  and bathroom  
t i s s u e ,  fem in ine  hyg iene p ro d u c ts , ta b le  n ap k in s , tow els and w ipers 
re p re s e n t  ab o u t 45 p e rc e n t of th e  c o rp o ra te  t o t a l .  I t s  branded p ro d u c ts , 
s tock ed  in  abou t o n e -h a lf  m i l l io n  r e t a i l  s to re s  th roughou t th e  coun try  
and so ld  to  more than  34,000 d i r e c t  custom ers, a re  m arketed  th rough one 
of th e  m ost e f f e c t iv e  and w ide-rang ing  d i s t r i b u t io n  pysterns in  th e  
i n d u s t r y . P r o d u c t  developm ent in c lu d e s  b o th  th e  re d e s ig n in g  spdteiu 
improvement o f  e x i s t in g  l i n e s ,  p lu s  th e  c r e a t io n  o f new p ro d u c ts . For 
exam ple, i t  i s  now c r e a t in g  new l in e s  to  meet s p e c ia l  needs: d isp o sa b le
s h e e ts ,  p i l lo w c a s e s ,  s u rg ic a l  gowns and m a ttre s s  covers fo r  h o s p i t a l s . ^5
^^D rexel H arrim an R ip le y , A S tudv of The Mead C o rp o ra tio n  
(P h ila d e lp h ia :  D rexel Harrim an R ip ley , I n c . ,  1966), p . 7 .
33Crown Z e lle rb a c h , P r o f i l e  o f a C o rp o ra tio n  (San F ra n c isc o : C 
Crown Z e lle rb a c h  C o rp o ra tio n , 1964), p . 51.
^ K im b e r ly -C la rk , In fo rm atio n  1967 (Neenah: K im berly -C lark , l:-5
1967), p . 6.
35i b i d . . p . 7.
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TABLE 14
FACILITIES OF THE CROWN ZELLERBACH CORPORATION
1964
Type of F a c i l i t y Number
Pulp and pap er m i l l s 16
Packaging  and c o n v e rtin g  p la n ts 36
Lumber m i l l s  and plywood p la n ts 6
Chemical p ro d u c ts  p la n ts 5
R esearch  la b o ra to r ie s 4
E n g in ee rin g  o f f ic e s 3
P aper m erchand ising  o u t l e t s 35
R e ta i l  b u ild in g  m a te r ia ls  o u t l e t s 50
B u ild in g  m a te r ia ls  sa le s --w areh o u ses 6
M arine te rm in a ls 3
P r in c ip a l  s a le s  o f f ic e s 66
Source: Crown Z e lle rb a c h , P r o f i l e  o f a C o rp o ra tio n  (San F ran c isco :
Crown Z e l le rb a c h , 1964), p .  51.
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The p ro d u c t l i n e  term ed communicative p ap ers  c o n s is ts  p r im a r ily  
o f n e w sp rin t, p r in t in g  p ap e rs , b u s in ess  w r it in g  p ap ers  and envelopes. 
K im berly-C lark  s e l l s  i t s  new sp rin t on lo n g -te rm  c o n tra c ts  which in c lu d es  
over 200 new spapers. O v e ra ll, th i s  segment o f  the  company's p ro d u c tio n  
accoun ts  fo r  about 25 p e rc e n t of i t s  s a l e s .  Whereas in d u s t r i a l  papers  
r e p r e s e n t  about 14 p e rc e n t o f c o rp o ra te  s a l e s , the  rem ain ing  16 p e rc e n t 
o f c o n so lid a te d  s a le s  in c lu d e  p u lp , lumber and lumber p ro d u c ts , non­
woven m a te r ia ls  and chem ical b y -p ro d u c ts , and the  o p e ra t io n  of a w hole- 
s a le  pap er m erchant b u s in e ss .
I n d u s t r ia l  S a le s
One o f th e  m ost im portan t economic in d ic a to r s  o f any in d u s try  or 
f irm  i s  i t s  s a l e s .  S a le s  serve  as a b a s is  fo r  c o rp o ra te  p la n n in g , and as 
W illiam  J .  Baumol suggested  " . . .  th e  businessm an has gone s t i l l  f u r th e r  
in  h is  re g a rd  fo r  s a le s  volume. I  b e lie v e  t h a t  to  him s a le s  have become, 
an end in  and o f th em se lv es ."  As Baumol p o in ts  o u t,  th e  movement o f 
s a le s  becomes a s ig n i f i c a n t  f a c to r  in  term s o f th e  modus operand i of th e  
b u s in ess  community.
F o rtu n e  D ire c to ry , w ith  s a le s  as  i t s  m ajo r c r i t e r i a ,  an n u a lly  
ranks th e  500 l a r g e s t  i n d u s t r i a l s ,  and th e  te n  most a c t iv e  a c q u is i to r s  
have been among th e  lead in g  300 s in c e  th e  f i r s t  d i r e c to ry  was p u b lish e d  
in  1955. I t  i s  no tdd  in  T able 15 th a t  Crown Z e lle rb a c h  C o rp o ra tio n  has 
ranked  among th e  top 100 in d u s t r i a l s  s in c e  t h a t  y e a r , and th a t  I n t e r ­
n a t io n a l  P aper Company has co n tin u o u sly  been in  th e  top  50. The 
m a jo r ity  o f th e  te n  firm s have rem ained in  th e  upper 200. Only two
3*Ibid.
37Baumol, op. c i t . .  p . 47.
TABLE 15
INDUSTRIAL RANKINGS AMONG THE 
500 LARGEST INDUSTRIALS OF THE 
TEN MOST ACTIVE ACQUISITORS, IN PAPER, BY SALES
1954-1965
Y ear S t .
R egis
I n t ' l S c o t t Mead Cham­
p io n
Con­
t a i n e r
Crown
Z e l l .
U n ion -
Camp
K im b erly -
C la rk
W est
V ir g in ia
1954 161 36 133 267 240 171 103 281 177 190
1955 140 37 146 230 258 172 83 273 164 196
1956 117 34 148 233 253 144 82 242 160 208
1957 113 39 153 221 249 173 83 257 136 224
1958 109 38 143 161 237 156 85 258 128 196
1959 92 39 153 138 262 139 83 250 125 198
1960 84 40 149 138 240 141 79 224 118 193
1961 82 40 143 124 158 144 83 210 121 190
1962 87 40 147 121 144 153 83 225 103 190
1963 93 43 151 124 154 161 88 237 105 193
1964 99 40 158 122 157 153 91 238 113 197
1965 111 43 145 124 164 168 96 243 117 211
S o u rce : The F o rtu n e  D ir e c to ry :  The 500 L a rg e s t  U. S . I n d u s t r i a l  C o rp o ra tio n s  (New Y ork: Tim e, I n c . ) .
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f im s  ranked  lower in  1965 th a n  in  1950; th e  two were I n te r n a t io n a l  and
West V irg in ia  Pulp  & P ap e r. C hapter I I I  w i l l  co n s id e r m ergers and th e i r
38r e la t io n s h ip s  to  th e  s a le s  p ic tu r e .
D e te rm in a tio n  of m arket share  i s  im p o rta n t in  th e  id e n t i f i c a t i o n  
o f in d u s try  s t r u c tu r e .  For exam ple, i f  one f irm  c o n tro ls  a l l  o f  the  
s a le s  w ith in  a m arket a r e a ,  i t  i s  s a id  to  be a m onopoly, and i f  a conçany 
enhances i t s  m arket sh a re  th rough  a number o f m erge rs, th e re  is  a ls o  the 
im p l ic i t  c o n n o ta tio n  o f  m o n o p o liza tio n . Thus i t  i s  v i t a l  to  determ ine 
th e  r e l a t i v e  sh a re  o f th e  in d u s t r y 's  m arket w hich th e  le a d in g  a c q u is i to r s  
m a in ta in ed  d u rin g  th e  p e r io d  1950-65 in  o rd e r  to  e v a lu a te  the  s i g n i f i ­
cance o f m o n o p o liza tio n . .('lahàe 16 n o te s  t h a t  th e  t o t a l  n e t  s a le s  fo r  
th e  te n  firm s was $1 ,666 m i l l io n  in  1950, r e p re s e n t in g  approx im ate ly  
26.1 p e rc e n t  of th e  i n d u s t r y 's  t o t a l  n e t  s a l e s . )  These firm s experienced  
s u b s ta n t i a l  grow th , and by th e  e a r ly  1960' s ,  t h e i r  s a le s  accounted  fo r  
app rox im ate ly  o n e - th i r d  o f  th e  in d u s t r y 's  s a l e s .  A d d itio n a l fa c to r s  
a re  r e le v a n t :  th e re  was an in c re a s e  o f  240 .8  p e rc e n t in  th e  t o t a l  s a le s
o f th e  te n  firm s as compared to  a 154 .4  p e rc e n t  in c re a s e  in  s a le s  fo r  
th e  in d u s try  from 1950 u n t i l  1965; from  1960 to  1965 th e  grow th in  s a le s  
o f th e  le a d in g  a c q u i s i to r s  was 32 .6  p e rc e n t compared to  37 .9  p e rc e n t for 
the  in d u s tr y ,  p a r t i c u l a r l y  no tew orthy  s in c e  th e  1960's  saw a d e c lin e  in  
m erger a c t i v i t y  o f  th e se  f irm s ; and th e  o v e r a l l  c o n c e n tra tio n  w ith in  the 
in d u s try  d id  n o t ap p ea r a la rm in g  when compared to  a number o f o th e r  
in d u s t r ie s  in  w hich th e  m arket sh a re  o f  t h e i r  top te n  f irm s  re p re se n te d  
c o n s id e ra b ly  more th a n  35 p e rc e n t o f th e  in d u s t r y 's  s a l e s .
In  term s o f in d iv id u a l  p erfo rm ance . The Mead C o rp o ra tio n  e x p e r i­
enced th e  l a r g e s t  grow th w ith  i t s  n e t  s a le s  in c re a s in g  from $93 m ill io n
3^See p . 63.
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TABLE 16
NET SALES FOR THE TEN MOST ACTIVE ACQUISITORS 
PAPER AND ALLIED PRODUCTS 
1950-1965
Year Net S a le s  
(M illio n s  
of D o lla rs )
Net S a les  as a  P e rcen t 
o f  T o ta l Net S a le s  fo r  
In d u s try  
(P e rcen t)
1950 1,666 26.1
1951 2,106 26 .2
1952 2,056 26.7
1953 2,230 2 6 .6
1954 2,375 27.9
1955 2,817 28 .6
1956 3,320 31.0
1957 3,498 33.5
1958 3,628 35 .3
1959 4,080 34.5
1960 4,281 36 .3
1961 4 ,548 36 .3
1962 4,780 34 .8
1963 4,982 35 .4
1964 5,353 36.2
1965 5,677 34.9
Source: Table 3 and T able 17.
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in  1950 to  $461 m i l l io n  in  1965 (se e  Table 17). This i s  an in c re a s e  of 
n e a r ly  500 p e rc e n t .  Running a c lo se  second was Champion Paper w ith  s a le s  
in c re a s in g  403.5  p e rc e n t over the  s ix te e n  y e a rs . Crown Z e lle rb a c h  e x p e r i­
enced th e  s m a lle s t  p e rc e n ta g e  change even though i t s  s a le s  in c re a se d  im­
p re s s iv e ly  from $286 to  $709 m i l l io n ,  a 147.9 p e rc e n t in c re a s e . A ll in  
a l l ,  th e  1960's  r e f l e c te d  a con tinuous growth fo r  each conçany. S t i l l ,  
Mead rem ained forem ost w ith  a 61.6 p e rc e n t in c re a se  in  s a le s  from 1960 to  
1965; Champion was unab le to  m atch M ead's pace , showing only a 28.9 
p e rc e n t in c re a s e .  S c o tt  P ap er ex p erien ced  a 47.2  p e rc e n t in c re a se  when 
i t s  s a le s  grew from $313 m i l l io n  in  1960 to  $461 m il l io n  in  1965, and 
though I n te r n a t io n a l  P a p e r 's  s a le s  have t r a i l e d  th e  o v e ra l l  av e ra g e , in  
1959 th e  company's s a le s  reach ed  th e  im pressive le v e l  o f  over one b i l l i o n  
d o l la r s  a y e a r .  T his le v e l  has r i s e n  co n sid e rab ly  each y ear s in c e .
C o n c e n tra tio n  w ith in  an in d u s try  i s  o f te n  the  b a s is  fo r  p o lic y  
recom m endations, and i t  i s  sometimes th e  c r i t e r i a  used in  a n t i t r u s t  c a se s . 
Table 18 in d ic a te s  c o n c e n tra tio n  perform ance of th e  in d iv id u a l  f irm s .
The f iv e  most a c t iv e  a c q u is i to r s  w ith in  th e  paper and a l l i e d  p ro d u c ts  
in d u s try  p ro v id e  in s ig h t  in to  the s ig n if ic a n c e  o f c o n c e n tra tio n  as 
r e f le c te d  in  n e t  s a le s .  In  most ca se s  o f  th e  s e le c te d  y ea rs  th e  com­
p an ies  in c re a s e d  t h e i r  r e l a t i v e  sh a re  o f the in d u s t r y 's  s a l e s .  The most 
a c t iv e  a c q u i s i to r ,  The Mead C o rp o ra tio n , r e a l iz e d  th e  la r g e s t  g a in . The 
la r g e s t  company. I n te r n a t io n a l ,  ex p erien ced  a r e l a t i v e  d e c lin e  in  i t s  
m arket sh a re  over th e  l a s t  decade. For exam ple, in  1955, the  company 
had 9 .3  p e rc e n t o f th e  t o t a l  s a le s ;  in  1965 i t s  sh are  had dropped to  
8.0 p e rc e n t .  I t  ap p ea rs  t h a t  the  m erger a c t i v i t y  w ith in  the  in d u s try  d id  
no t b r in g  abou t th e  c o n c e n tra tio n  which m ight have been exp ec ted .
TABLE jl7
NET SALES FOR THE TEN MOST ACTIVE ACQUISITORS, 
BY COMPANY, PAPER AND ALLIED PRODUCTS 
1950-1965 
(In M illion s b f  D ollars)
Y ear S t .
R eg is
m à t .
Va.





t a i n e r
Crown
Z e l i .




155 96 498 120 85 155 286 93 98 80
1951 196 116 637 143 106 213 329 112 150 104
1952 183 109 631 155 121 178 336 100 147 96
1953 200 118 674 164 118 188 386 111 165 106
1954 200 165 681 179 128 187 388 112 229 106
1955 257 176 916 178 135 215 419 151 247 123
1956 370 188 969 294 154 276 468 168 270 163
1957 376 191 956 324 285 256 466 208 275 161
1958 409 208 915 346 288 290 474 256 285 157
1959 506 233 1,030 368 292 322 527 324 297 181
1960 536 250 1 ,013 404 332 327 554 339 313 213
1961 565 252 1,045 486 340 330 563 406 333 228
1962 579 277 1 ,096 515 359 343 589 435 354 233
1963 594 290 1,145 539 364 357 616 468 370 239
1964 617 302 1 ,246 555 386 391 662 510 426 258
1965 635 325 1 ,3 0 4 577 428 406 709 548 461 284
■p*VO
TABLE' -̂3.7-’■^Continued
Y ear S t .
R eg is
H e s t
Va.





t a i n e r
Crown
Z e l l .
IM eadi- r S c o t f c — U nion
Camp
P e rc e n t
Change
1950-
1965 310 238 162 381 404 162 148 489 370 7.255
1960-
1965 18 31 29 43 29 24 28 62 47 33




NET SALES OF FIVE MOST ACTIVE ACQUISITORS 
AS A RELATIVE OF THE INDUSTRY'S NET SALES 
FOR SELECTED YEARS; 1950, 1955, 1960, and 1965 
(In  P e rcen t)
Y ear Mead S t .
Regis
C o n ta in er K im berly-
C la rk
I n t e r - 
n a t io n a l
1950 1.4 2 .4 2 .4 1 .8 7 .8
1955 1.5 2 .6 2 .1 1 .8 9 .3
1960 2.8 4 .5 2 .7 3 .4 8 .6
1965 3.3 3 .9 2 .5 3 .5 8 .0
Source: Table 3 and Table 17.
CHAPTER I I I
THE MERGER MOVEMENT FOR SELECTED FIRMS 
IN THE PAPER AND ALLIED PRODUCTS INDUSTRY 
1950-1965
Throughout the  y e a rs  1950-1965 th e  m erger movement s te a d i ly  
ga ined  momentum. The i n i t i a l  y ear saw 219 a c q u is i t io n s  made by manufac­
tu r in g  and m ining firm s a lo n e , and by 1965 th e  f ig u re  had r i s e n  to  1,008 
(se e  Table 1 9 ). T his does no t r e f l e c t  th e  c o u n tle ss  d isc u ss io n s  and 
p ro p o sa ls  fo r  m ergers and a c q u is i t io n s  which w ere, fo r  some reaso n  or 
o th e r ,  never consummated. There i s  every  in d ic a t io n  th a t  co rp o ra te  
grow th by th i s  m ethod, im pressive  as i t  was du ring  th i s  p e r io d , has an 
even g r e a te r  p ro je c te d  s ig n if ic a n c e .
I t  i s  r a r e  fo r  a f irm  to  produce a p e r f e c t ly  homogeneous p ro d u c t. 
P ro d u c tio n  o f  a s in g le  p ro d u c t im p lie s  th e  need fo r  d i f f e r e n t  q u a l i t i e s ,  
s i z e s ,  c o lo rs ,  and o th e r  such v a r ia t io n s .  Because o f th i s  need d iv e r s i ­
f i c a t i o n  has become an im portan t o b je c tiv e  o f most f irm s . This d riv e  
tow ard d iv e r s i f i c a t io n  m ight w e ll r e f l e c t  a f irm 's  m o tiv a tio n  fo r  maximis- 
z a t io n  o f p r o f i t s ,  and i t  obv iously  in d ic a te s  a p ro je c te d  change o f 
e i t h e r  an i n t e r n a l  or e x te rn a l  n a tu re .  Any firm , con tem pla ting  d iv e r s i ­
f i c a t i o n ,  m ust determ ine which m e th o d -- in te rn a l grow th o r e x te rn a l  
a c q u i s i t io n — is  th e  more econom ically  f e a s ib le  fo r  developm ent. I t  i s  
f i t t i n g  th a t  th e  methods used by the  pap er and a l l i e d  p ro d u c ts  in d u s try  
betw een 1950-1965 be co n s id e re d .
Ï -  ; : O.iT M
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Types o f Mergers 
The econom ist a p p ra is e s  th e  com petitive  a s p e c ts  o f a g iven  
in d u s t r y 's  s t r u c tu r e .  In  r e s p e c t  to  m ergers, th e  r e la t io n s h ip  between 
th e  a c q u ire r  and th e  a cq u ired  i s  o f g re a t im portance. To d is c e rn  m arket 
im pact, m ergers can be b ro ad ly  c a te g o r iz e d : (1) h o r iz o n ta l ,  (2) v e r t i c a l ,
and (3) cougltM ierate o r "n e g a tiv e  sp a c e ."
G en era lly  sp eak ing , h o r iz o n ta l  m ergers a re  c l a s s i f i e d  as  "b read th "  
m ergers and inv o lv e  a com bination  o f  companies which produce one or more 
s im ila r  p ro d u c ts . These firm s a ls o  serve  the  same g e o g ra p h ic a l m arke t.
V e r t ic a l  m ergers may be b ro ad ly  c l a s s i f i e d  as  "dep th" m ergers, 
and they  a re  b a s ic a l ly  and e x te n s io n  of a f irm 's  p ro d u c tio n  f a c i l i t i e s .  
E x ten sio n  may be forw ard w ith  f i n a l  o u tp u t so ld  more d i r e c t l y  to  th e  
u lt im a te  consumer; o r i t  can be backward w ith  th e  re so u rc e s  of su p p lie rs  
a cq u ired  by the p ro d u c e r. In  p ap e r p ro d u c ts , a p ro d u cer can a c q u ire  a 
w h o lesa le r (fo rw ard  e x te n s io n ) , o r he can buy la rg e  t r a c t s  o f tim ber 
land  (backward e x te n s io n ) . In  g e n e ra l ,  mergers o f  th e  f i r s t  two types 
a re  the  m ost common com binations in  the paper and a l l i e d  p ro d u c ts  industry .
The l a s t  ca teg o ry  o f m e rg e rs , c u r re n t ly  term ed conglom erate , 
in s t i n c t i v e ly  lends  i t s e l f  to  a more ex ac t te rm in o lo g y — "n eg a tiv e  s p a c e ."  
In  economic th e o ry , t r a d i t i o n a l  com binations a re  co n s id e re d  to  be e i th e r  
h o r iz o n ta l  o r v e r t i c a l .  I t  has been assumed of conglom erate m ergers th a t  
a m utual i n t e r e s t  e x i s t s  betw een an ac q u irin g  and an a c q u ire d  company. 
However, th e  re c e n t developm ent in  m ergers and a c q u is i t io n s  has d ev ia te d  
s ig n i f i c a n t ly  from  th i s  t r a d i t i o n a l  th e o ry . I t  may be th a t  no such r e l a ­
tio n sh ip  e x i s t s .  For exam ple, a paper m i l l  may a c q u ire  an e le c t r o n ic s  
firm  (no fu n c tio n a l  r e la t io n s h ip  in  m anufacturing  o r d i s t r i b u t io n  between 
com pan ies). In  a p ro d u c t e x te n s io n  m erger, a fu n c tio n a l  r e la t io n s h ip
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TABLE 19
MERGERS AND ACQUISITIONS IN MANUFACTURING 



















T o ta l 10,163
Source: U. S. Bureau o f the  C ensus, S t a t i s t i c a l  A b s tra c t
fo r  th e  U nited  S ta te s :  1966 (8 7 th  e d .;
W ashington, D. C .: Government P r in t in g  O ff ic e ,
1966), p . 501.
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e x is ts  between f irm s , bu t t h e i r  p ro d u c ts  do n o t compete d i r e c t ly  w ith  one 
an o th e r ( th e  a c q u i s i t io n  o f a p l a s t i c s  company by a  paper m an u fac tu re r) .
A m arket e x te n s io n  m erger i s  one in  which the  p ro d u c tio n  f a c i l i t i e s  of 
b o th  companies a re  th e  same, b u t each  serves a d i f f e r e n t  g eo g rap h ica l 
m arket a re a .  T h is l a s t  c l a s s i f i c a t i o n  is s ig n i f i c a n t  because i t  is  o f te n  
th e  b a s is  fo r a n t i t r u s t  cases when r e le v a n t m arket a rea  se rv ed  becomes th e  
p o in t o f  d e p a r tu re  as f a r  as th e  c o u r ts  a r e  concerned .
Manner o f E f fe c tin g  Com binations 
There a r e  a number o f ways in  which companies combine. An 
a c q u ir in g  company may purchase  an acq u ired  company o u tr ig h t  fo r  cash ; 
b u t ,  more t y p i c a l l y ,  an  a c q u ir in g  company; anay use some form o f s to ck  
exchange. In  a r e s e a rc h  s tudy  conducted f o r  th e  American I n s t i t u t e  o f 
CPA, A rth u r R. Wyatt, found th a t  m ost com binations f e l l  in to  one o f 
s e v e ra l " ty p ic a l"  p a t te r n s :
1. A cqu iring  Company A is su e d  v o tin g  s to ck  fo r  a l l  th e  v o tin g  
s to c k  o f  th e  acq u ired  Company B, w ith  one company, A, r e s u l t in g .
2 . A cqu iring  Company A is s u e d  v o tin g  s to c k  fo r  a l l  o f th e  v o tin g  
s to c k  o f  th e  a c q u ire d  Company B w ith  bo th  companies rem aining 
in  e x is te n c e .
3 . A cqu iring  Company A is su e d  v o tin g  s to c k  fo r  th e  a s s e ts  of 
a c q u ire d  Company B, w ith  B e i th e r  being  l iq u id a te d  s h o r t ly  
t h e r e a f t e r  th rough  a d i s t r i b u t io n  of sh a re s  of A to  B 's 
sh a re h o ld e rs  or rem aining in  ex is te n c e  as an investm en t company.
4 . A cqu iring  Company A is s u e d  v o tin g  s to c k  and o th e r  e q u ity  claim s 
a n d /o r  a s s e t s  in  exchange fo r  the  s to c k  o f  acq u ired  Company B, 
w ith  one company. A, r e s u l t in g .
5 . A cqu iring  Company A is s u e d  v o tin g  s to ck  and o th e r  e q u ity  claim s 
an d /o r  a s s e t s  in  exchange f o r  th e  s to ck  o f  acq u ired  Company B 
w ith  b o th  companies rem ain ing  in e x is te n c e .
6 . A new company C was formed and is su e d  i t s  v o tin g  s to c k  in  
exchange fo r  a l l  th e  v o tin g  sto ck  of bo th  A and B, New Company
56
C m ight have a name d i f f e r e n t  from A o r  B, or m ight le av e  the  
same name as e i th e r  o f  th ese  conq>anies.
Consummation o f  m ergers between 1950-1965 employed one o r ano ther of
th ese  s ix  te c h n iq u e s . The exchange o f  s to ck  was most p o p u la r; i t  was
used in  n e a r ly  90 p e rc e n t o f th e  m ergers and a c q u is i t io n s .
To determ ine th e  v a lu e  of a s s e ts  th e re  a re  b a s ic a l ly  two m ethods; 
th e  purchase  method, and the  poo ling  o f  i n t e r e s t  m ethod. Under th e  
pu rchase m ethod, the a s s e ts  o f an a c q u ire d  firm  a re  reco rd ed  a t  t h e i r  
f a i r  m arket v a lu e . T h is  method t r e a t s  th e  a c q u is i t io n  as i f  th e  
dominant firm  had bought the  n e t  a s s e ts  o f  an o th e r  b u s in ess  and 
e s ta b l is h e d  a new c o s t  b a s is  fo r  the  a c q u ire d  a s s e t s .  In  the p o o lin g  
o f in t e r e s t s  method, th e  a s s e ts  a re  v a lu ed  acco rd in g  to  th e i r  s ta te d  
v a lu e  as c i te d  in  the  company's accounts p r io r  to  th e  m erger. Under­
ly in g  th i s  method i s  th e  assum ption th a t  no new b u s in ess  e n t i ty  has been
2
c re a te d .
Number of M ergers
D uring th e  p e r io d  covered th e re  were 179 m erge rs.and  a c q u is i t io n s  
com pleted by the  ten  a c q u is i to r s  w ith  th e  g r e a te r  a c t i v i t y  appearing  th e  
l a t t e r  p a r t  o f th e  1950's  and e a r ly  1960's  (see  Table 2 0 ). Between 1957 
and 1960 th e re  were 81 m ergers which re p re s e n te d  approx im ately  46 p e rc e n t 
of a l l  the  m ergers and a c q u is i t io n s  com pleted . When th e se  d a ta  a re  
r e la të d  to  th e  Index o f I n d u s t r ia l  P ro d u c tio n , a c lo se  r e la t io n s h ip  i s  
e s ta b l is h e d  between th e  tre n d  in  the number o f m ergers and the upward
^A rthur R. W yatt, A C r i t i c a l  S tudv  o f A ccounting fo r  B usiness 
Combinations (New York: American I n s t i t u t e  o f C e r t i f i e d  P u b lic
A ccoun tan ts, 1963), p . 10.
^F. R obert M adera, " In te rc o rp o ra te  Investm en ts and Business 
C om binations,"  U npublished T echn ica l N o te , H arvard B usiness School, 1966.
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TABLE 20
NUMBER OF MERGERS AND ACQUISITIONS 
BY THE MOST ACTIVE ACQUISITORS IN THE 



















T o ta l 179
Source: Moodv's I n d u s t r i a l  M anual.
movement of th e  In d ex . D uring th e  s ix te e n  y ear p e r io d  in d u s t r i a l  p roduc­
t io n  in c re a se d  every  y e a r  e x c e p t two. These s im i la r  movements tend  to  
su p p o rt the  th e s i s  th a t  m erger cy c les  a r e  c o in c id e n ta l  w ith  in d u s t r i a l  
p ro d u c tio n ; a p o in t  w hich imposes f u r th e r  d is c u s s io n .
Of th e  te n  c o rp o ra tio n s  s tu d ie d ,  S t .  R egis Paper Company and The 
Mead C o rp o ra tio n  were by f a r  th e  most a c t iv e  a c q u i s i to r s  du rin g  th i s  
p e r io d  (see  Table 2 1 ). The form er com pleted 36 m e rg e rs , w hereas the
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l a t t e r  com pleted 37. The C on ta in er C o rp o ra tio n  o f A m erica’, a cq u ired  25 
com panies, and K im berly -C lark  added 20 new firm s to  th e  p a re n t co rp o ra­
t io n .  I n te r n a t io n a l  P aper Company averaged one m erger p e r  y e a r ,  and the 
rem ain ing  cmmpanies averaged  le s s  than  one c o n s o lid a tio n  p e r  y e a r .  The 
Crown Z e lle rb a c h  C o rp o ra tio n  and the  West V irg in ia  Pulp  and Paper Company 
had th e  l e a s t  number o f  a c q u is i t io n s  when bo th  companies a cq u ired  seven 
f i rm s . The r e s u l t a n t  o v e ra l l  growth of th e se  companies was a com bination 
of b o th  i n t e r n a l  and e x te rn a l  developm ents.
To m eet th e  r i s in g  consumer demand fo r  p aper p ro d u c ts  (p er c a p ita  
consum ption c i t e d  in  T ab le 8 ) ,  a c o rp o ra tio n  has two p o s s ib le  approaches. 
F i r s t ,  i t  can expand e x is t in g  f a c i l i t i e s  as w e ll as b u i ld  new p la n ts  
which w i l l  in c re a s e  c a p a c ity  fo r  bo th  the  c o rp o ra tio n  and th e  in d u s try . 
T his approach  was u t i l i z e d  by th e  paper companies when new c a p i ta l  o u t­
la y s ,  m i l l io n s  o f  d o l la r s  a n n u a lly , were a l lo c a te d  f o r  new c a p i ta l  
in v e s tm e n ts . In  f a c t ,  th e  m a jo r ity  o f  th e se  firm s r e l i e d  more upon 
in t e r n a l  g row th--expand ing  th e i r  c a p a c ity  th rough  c a p i t a l  investm ents 
in  e x is t in g  or new f a c i l i t i e s - - t h a n  upon m ergers. S econdly , a co rp o ra­
t io n  can m eet th e  in c re a se d  demand fo r  i t s  p ro d u c ts  by a d d i t io n a l  •. 
c a p a c i ty - - th e  a c q u i s i t i o n  of new f a c i l i t i e s  th rough  m erg ers. In  th i s  
c a se , th e  problem  may be posed th a t  a lth o u g h  a firm  m ight be hb le  to  
meet i t s  req u irem en ts  fo r  a d d i t io n a l  c a p a c ity , c a p a c ity  fo r  th e  in d u s try  
rem ains unchanged in  th e  s h o r t- ru n .  Be th a t  as  i t  may, u t i l i z a t i o n  of 
m ergers and a c q u is i t io n s  by th e  te n  firm s in  th e  s tu d y  averaged  app ro x i­
m ate ly  e le v e n  p e r  y e a r ,  o r about one merger p e r y e a r  p e r  company.
A lthough a t  the  tim e o f m erger th e  c a p a c ity  of the  in d u s try  was unchanged, 
c a p a c ity  e v e n tu a lly  in c re a se d  fo r  bo th  the firm  and th e  in d u s try  when
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FIGUBE 1
NUMBER OF MERGERS AND ACQUISITIONS 
BY THE MOST ACTIVE ACQUISITORS IN THE 








Source: T ab le 20.
TABLE 21
MERGERS AND ACQUISITIONS BY THE MOST ACTIVE ACQUISITORS 
IN PAPER AND ALLIED PRODUCTS INDUSTRY, BY COMPANY, 1950-1965
Y ear S t .
R eg is
I n t ' l S c o t t Mead Cham­
p io n
Con­
t a i n e r
Crown
Z e l l .
U n io n -
Camp
K im b erly -
C la rk
W est
V ir g in ia
1950 1
1951 2 2 1
1952 1
1953 1 2 2
1954 2 1 3 1 5 1
1955 3 2 2 2 2 2 1
1956 5 2 1 1 1 2
1957 4 6 4 1 2 1
1958 1 1 2 6 3 2 I
1959 5 5 8 1 2 2 1 1
1960 11 1 1 1 4 1 2 1
1961 1 1 2 1 1 1 7
1962 1 1 2 2 1 1 1 1
1963 1 4 1 1
1964 1 5 1 1 1 1
1965 1 1 1 1 2 ».
T o ta l 36 16 13 37 8 25 7 10 20 7
S
S o u rce ; M oody's I n d u s t r i a l s  M anual.
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succeed ing  p e r io d s  saw e x te n s iv e  c a p i ta l  o u tla y s  by the a c q u ir in g  conçany 
used to  in c re a s e  th e  m anu fac tu rin g  f a c i l i t i e s  o f th e  acqu ired  company.
M ergers and a c q u is i t io n s  have been n o ta b le  in  th e  developm ent of 
th e se  com panies. Ranked acco rd in g  to  s a l e s ,  S t .  Regis was th e  9 9 th
3
la r g e s t  m anu fac tu rin g  f irm  in  1964, as compared to  164th i n  1954.
During th i s  te n -y e a r  p e r io d  S t .  R egis a c q u ire d  th i r ty - f o u r  of i t s  t h i r t y -  
s ix  m ergers covered  by t h i s  s tu d y . F u rtherm ore , in  testim ony b e fo re  the  
Subcommittee on A n t i t r u s t  and Monopoly h e a r in g s  in  March o f  1965, Dr.
John M. B la i r  c i t e d  th e  17 m ost a c t iv e  a c q u ir in g  com panies, o f  w hich S t .  
Regis was one, among th e  100 m ost a c t iv e  a c q u i s i to r s  in m an u fac tu rin g .
The a s s e t s  o f  th e  companies a c q u ire d  ĵy S t .  R egis between 1950-1963 were 
$247.9 m i l l i o n .4
Mead, th e  most a c t iv e  a c q u i s i to r  in  th e  in d u s try  w ith  t h i r t y -  
seven m erg e rs , was ranked  th e  122nd la r g e s t  in d u s t r i a l  f irm  in  1964, 
and 267th  l a r g e s t  in  1954. In  g e n e ra l ,  though , th e  companies which were 
acq u ired  by Mead were n o t  among th e  500 l a r g e s t  firm s p r io r  to  1950.
There were o n ly  fo u r companies which were ranked  among th e  500 la r g e s t  
in  1948 w hich were pu rch ased  betw een 1950-1963 by th e  te n  m ost a c t iv e  
a c q u is i to r s  in  th e  p aper and a l l i e d  p ro d u c ts  in d u s try  (see  F ig u re  2 ) .
A lthough  o u ts id e  th e  scope o f th i s  s tu d y , there was a h ig h ly  
s ig n i f i c a n t  m erger betw een U. S. Plywood and Champion P apers  In  1966.
The combined n e t  s a le s  f o r  th e se  two c o rp o ra tio n s  was in  excess o f one 
b i l l i o n  d o l l a r s .  The F o rtune  D ire c to ry  fo r  1965 ranked U. S. Plywood 
in  152nd p la c e ,  and Champion P ap ers  was l i s t e d  in  164th p o s i t io n .
^See The F o rtu n e  D ire c to ry  (New York: Time, In c . ,  1954, 1964).
^Testim ony o f D r. John M. B la i r ,  Economic C o n c e n tra tio n , p . 965.
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FIGURE 2
COMPANIES AMONG THE 500 LARGEST IN 1948 PURCHASED 
BY THE 10 MOST ACTIVE ACQUISITORS; 1950-1963
—
Rank in A cquired In d u s try A cquiring
1948 Company Company
231 L ong-B ell Lumber Co. Sawmill and 
p lann ing  m i l ls
In te rn a t io n a l  
P aper Co.
379 H ollin g sw o rth  and 
Whitney Co.
Paper and p a p e r­
board m il ls
S c o t t  Paper Co.
391 G aylord C o n ta in er C orp . Paper and p a p e r­
board m il ls
C row n-Zellerbach 
C orp .
451 I n te r n a t io n a l  C e llu c o tto n  
P ro d u c ts , I n c .
Paper and p a p e r­
board  m ills
K im berly-C lark
Corp.
S ource: Economic C o n c e n tra tio n . H earings b e fo re  the  Subcommittee
on A n t i t r u s t  and Monopoly, p t .  2 (W ashington, D. C .: 
Government P r in t in g  O ff ic e , 1965), p . 966.
T h e ir subsequent m erger r a is e d  them to  the  76th  l a r g e s t  in d u s t r i a l  firm  
in  1966, making th i s  com bination one o f  the  most s ig n i f i c a n t  in  the 
in d u s try .^  However, I n te r n a t io n a l  Paper s t i l l  r e ta in e d  i t s  number one 
rank ing  w ith in  the  in d u s try .
The U. S. Plywood-Champion P apers  merger in d ic a te d  th a t  each 
company doubled i t s  s a le s  by means o f  th e  com bination. A nother example 
of in c re a se d  o p e ra t io n a l s iz e  v ia  th e  m erger ro u te  i s  th e  C row n-Z eller- 
bach m erger w ith  S t .  H e le n 's  Pulp and Paper Company in  1955. At the  tim e 
of t h i s  m erger, C row n-Z ellerbach  had s a le s  of $253 m i l l io n  and S t.  H e len 's  
s a le s  were $9 m i l l io n .  In  t h i s  case  th e  p ercen tage  grow th, in  terms of 
s a l e s ,  amounted to  on ly  3 .5  p e rc e n t from 1955 to  1956. This i s  ty p ic a l
^ h e  F ortune D ire c to ry  (Time, I n c . ,  1967), p . 167.
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of th e  in d u s try  when a  m erger, though in v o lv in g  m illio n s  of d o l l a r s  in  
s a le s ,  i s  view ed in  r e l a t io n  to  the  ag g reg a te  s a le s  f ig u re s  o f  th e  i ■: ;u.‘. 
a c q u ire d  company. I t  u su a lly  re p re s e n ts  le s s  than a 10 p e rc e n t in c re a se  
in  th e  o v e ra l l  s a le s  f ig u re .
There a r e ,  of cou rse , a number o f com binations such as  U. S. 
Plywood and Champion Papers where th e  a c q u ire d  firm  c o n tr ib u te s  s i g n i f i ­
c a n tly  to  th e  ag g reg a te  s a le s  p icfcüre. For in s ta n c e , when th e  Union Bag 
and Paper Company, whose s a le s  were $106 m i l l io n  a t  th e  tim e o f th e  m erger, 
a c q u ire d  th e  Hankins C on ta in er Company in  1955. Hankins s a le s  were $24 
m i l l io n ,  o r abou t 23 p e rc e n t o f U nion 's  s a l e s ,  and obviously  an a d d itio n  
o f t h i s  s iz e  to  th e  s a le s  volume o f Union was s ig n i f i c a n t .  Soon a f t e r  
th i s  m erger had been com pleted . Union Bag and Paper began n e g o tia tio n s  
to  combine w ith  the  Camp M anufacturing Company o f F ra n k lin , V irg in ia .^
In  1955 Union had s a le s  o f $123 m ill io n  b u t in  1956, th e  y ear o f th e  
m erger of th e se  two com panies, n e t s a le s  o f Union Camp Paper C o rpo ra tion  
ro se  to  $163 m i l l io n ,  an in c re a se  in  n e t s a le s  o f 30 p e rc e n t.  C onsidering  
th a t  U n io n 's  s a le s  were $105 m i l l io n  in  1954 and reached  $163 m il l io n  
two y ea rs  l a t e r ,  th e  speed by which s a le s  grow th i s  accom plished through 
th e  u t i l i z a t i o n  of m erger tech n iq u es  can r e a d i ly  be seen . I t  shou ld  be 
n o te d , however, th a t  an  approxim ate s ix ty  p e rc e n t in c re a s e  in  a company's 
s a le s  d u rin g  a two y ea r p e r io d  i s  n o t ty p ic a l  of any company in  th i s  
s tu d y . S u rp r is in g ly ,  the  s a le s  of Union Bag had fo r  a seven y ea r p e rio d  
p r io r  to  1955 been o s c i l l a t in g  up and down w ith o u t any d e f in i te  tre n d .^
^Annual R eport; 1960. Union Camp P aper C o rp o ra tio n , p . 7. 
^A nnual R eport; 1955. Union Bag and Paper Company, p .  27.
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One y e a r , an  in c re a se  in  th e  com pany's s a le s ;  th e  n e x t y e a r , d e c lin in g  
s a le s .  However, such sp o ra d ic  grow th i s  no more ty p ic a l  th an  s ix ty  
p e rc e n t grow th over two y e a rs .
A nother such  case  p e r ta in s  to  S c o tt  Paper Company, whose t o t a l  
n e t s a le s  f ig u re  was $98 m i l l io n  in  1950. The a c q u is i t io n  o f Soundview 
Pulp and P aper Company in  November o f  1951 boo sted  i t s  s a le s  approx im ate ly  
tw en ty -fo u r p e rc e n t over p re-m erger le v e ls ,  s in c e  th e  s a le s  o f Soundview 
were about $23 m i l l io n  a t  the tim e . A d d itio n a l a c q u is i t io n s  by S c o tt  
in  1954 were D e tro i t  S u lp h ite  Pulp  and Paper Company and H o llingsw orth  
and W hitney Company. D e tro i t  S u lp h ite  had s a le s  o f  $13 m ill io n ;
g
H o llin g sw o rth  and W hitney $40 m i l l io n .  W ith 1950 a s  th e  b ase  p e r io d ,
D e tro i t  S u lp h ite  added app rox im ate ly  t h i r t e e n  p e rc e n t ,  and H o llin g sw o rth
and W hitney an o th er fo r ty -o n e  p e rc e n t to  S c o t t 's  s a l e s .  These th re e
com panies, merged in to  S c o tt  P aper Company, in c re a se d  th e  t o t a l  n e t s a le s
of S c o tt  by n e a r ly  e ig h ty  p e rc e n t over a th re e  y ea r p e r io d . T his once
ag a in  m agn ifies  the  s ig n if ic a n c e  o f m e rg e rs .
The s iz e  o f an a c q u ir in g  company is  im p o rtan t in  th e  e v a lu a tio n
of s a le s  grow th a n t ic ip a te d  by means of the  a c q u is i t io n  r o u te .  C onsider
the case  o f I n te r n a t io n a l  P aper Company: in  1965 i t  was ranked by
Fortune as th e  43rd  la r g e s t  i n d u s t r i a l  f irm  in  th e  U nited  S ta te s  w ith
9
s a le s  o f over one b i l l i o n  d o l l a r s .  Hence, i t  would take  a m erger 
amounting to  hundreds o f  m il l io n s  of d o l la r s  in  s a le s  to  ach ieve th e  
p ercen tag e  in c re a se s  ex p erien ced  in  some of the p re v io u s ly  c i t e d  m ergers. 
One o f  th e  most s ig n i f i c a n t  m ergers in  the  h is to r y  o f In te rn a t io n a l
8
Annual R eport: 1955. S c o tt  Paper Company, p .  18.
g
The F ortune D ire c to ry  (Time, I n c . ,  1966), p . 198.
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P aper was i t s  a c q u is i t io n  of the  Long-B ell Lumber C o rp o ra tio n  and the 
L ong-B ell Lumber Company on November 5 , 1956. At th e  tÉme, I n te r n a t io n a l  
P aper had n e t s a le s  o f $799.5 m i l l io n ,  and L ong-B ell had approx im ate ly  
$106 m i l l io n - - a n  amount n e a r ly  equal to  th e  s a le s  o f  S c o tt  P aper and Union 
Bag and P aper Company p r io r  to  th e i r  m ajor a c q u i s i t io n s .  When th e  s a le s  
o f  L ong-B ell were added to  those  o f I n te r n a t io n a l ,  th e  s a le s  o f th e  l a t t e r  
on ly  in c re a s e d  by ap p ro x im ate ly  th i r t e e n  p e rc e n t .  Today, a m erger of 
$100 m i l l io n  would c o n t r ib u te  le s s  than  a 10 p e rc e n t in c re a s e  to  th e  
s a le s  o f I n te r n a t io n a l  P aper.
A nother example o f m ergers and t h e i r  e f f e c t  on t o t a l  n e t  s a le s  
i s  th e  case  o f  K im b e rly -C la rk 's  a c q u is i t io n  o f  I n te r n a t io n a l  C e llu c o tto n  
P ro d u c ts  Company in  September o f 1955. The y e a r  b e fo re .  I n te r n a t io n a l  
C e l lu c o t to n  ranked a s  th e  214th la r g e s t  i n d u s t r i a l  company w ith  s a le s  of 
$145 m i l l io n ,  w hereas K im berly-C lark  ranked 177th  l a r g e s t  w ith  s a le s  o f 
$177 m i l l i o n . S i n c e  th e  m erger t r a n s p i re d  in  1955, i t  would be expected  
to  have s ig n i f i c a n t l y  a f f e c te d  th e  1955 ran k in g  o f K im berly -C lark . A 
company whose combined s a le s  were in  th e  neighborhood of over $300 m ill io n  
shou ld  be ranked around th e  110th la r g e s t  i n d u s t r i a l .  However, K im berly- 
C la rk  ranked  164th i n  1955, w ith  t o t a l  n e t  s a le s  jof^only $224 m i l l io n .
T his was an a ty p ic a l  com bination because a l l  o f  th e  s a le s  I n te r n a t io n a l  
C e llu c o tto n  had made as a s e p a ra te  e n t i t y  d id  n o t c a r ry  over p ro p o r­
t i o n a te ly  in to  th e  new am algam ation. T his was a case  where th e  s a le s  
grow th ex p erien ced  in  o th e r  m ergers d id  n o t m a te r ia l iz e .  Where o th e r 
a c q u ir in g  companies had r e a l iz e d  a g a in  of n e a r ly  e ig h ty  p e rc e n t ,  K im berly-
10,The F o rtu n e  D ire c to ry  (Time, I n c . ,  1954), p . 107. 
^^The F o rtu n e  D ire c to ry  (Time, I n c . ,  1956), p . 114.
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C la rk  r e a l iz e d  on ly  about a 27 p e rc e n t in c re a se  in  i t s  s a le s  fo r  the 
y e a r  in  which th e  m erger was com pleted.
The e f f e c t  on the  s a le s  grow th of West V irg in ia  Pulp and Paper 
Company e x e m p lif ie s  the  im portance which m ergers p la y .  I n i t i a l l y ,  
dmpoofcHeat V i r g in i a 's  m ost s ig n i f i c a n t  m ergers was i t s  a c q u is i t io n  o f 
th e  Hinds and Dauch P aper Company in  1954. S a le s  fo r  the  p a re n t company 
in c re a se d  from $118 m i l l io n  in  1953 to  $165 m i l l io n  in  1955. West 
V irg in ia  made i t s  m ost s i g n i f i c a n t  merger in  1960 when th e  company 
a c q u ire d  th e  c o n t ro l l in g  i n t e r e s t  in  The U nited  S ta te s  Envelope Company. 
Though West V irg in ia  had th e  c o n t ro l l in g  i n t e r e s t ,  th e  l a t t e r  was t r e a te d  
a s  a s u b s id ia ry  n o t c o n so lid a te d  in to  the f in a n c ia l  d a ta  o f  th e  c o n t ro l ­
l in g  company. I n  August 1960, th e  A n t i t r u s t  D iv is io n  o f th e  Departm ent 
o f  J u s t i c e  b rough t a c i v i l  a c t io n  under S ec tio n  7 o f  the  C layton  Act 
seek in g  d iv e s t i t u t e  by West V irg in ia  of i t s  s to c k  i n t e r e s t  (53 p e rc e n t 
o f  th e  v o tin g  sto ck ^^) in  U. S. Envelope.
Due to  th e  pending a n t i t r u s t  case , i t  i s  assumed th a t  th e  conG 
s o l id a t io n  of th e  f in a n c ia l  s ta tem en ts  of th e  two com panies has n o t 
been  com pleted . But th e  s ig n if ic a n c e  u n derly ing  th i s  m erger was th a t  
U. S. Envelope had n e t  s a le s  in  excess of $50 m i l l io n  an n u a lly  which 
would have meant about a 20 p e rc e n t in c re a se  in  s a le s  fo r  West V irg in ia  
fo r  1960. I t  would r e p re s e n t  about the  same p e rc e n ta g e  o f in c re a se  in  
th e  c o n t ro l l in g  com pany's s a le s  any year s in c e  i f  c o n s o lid a tio n  had been 
com pleted . And, in c id e n ta l ly .  West V irg in ia  would have improved i t s  
p o s i t io n  among th e  c o u n try 's  la r g e s t  in d u s t r i a l s .  A ccording to  The 
F o rtu n e  D ire c to rv  fo r  1960. West V irg in ia  was ranked  as  th e  193rd la r g e s t
12Annual R eport; 1963. West V irg in ia  Pulp  and Paper Company,
p . 21.
l ^ S e e  p .  81 .
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i n d u s t r i a l  w ith  s a le s  of $250 m ill io n .  I f  app rox im ate ly  $50 m ill io n  were 
to  be addéd to  t h i s  s a le s  f ig u re  ( i f  c o n s o lid a tio n  w ith  U. S. Envelope 
had m a te r ia l iz e d ) .  West V irg in ia  would have ranked as th e  157th  la rg e s t .  
In  1962, West V irg in ia  was ranked  as th e  190th l a r g e s t ,  b u t a g a in  i f  th e  
n e t  s a le s  o f U. S, Envelope w ere to  be added, th e  form er would rank as 
th e  155th l a r g e s t . H o w e v e r ,  in  1965, West V irg in ia  had dropped out 
o f the la r g e s t  200 in d u s t r i a l s  and was ranked 211th  w ith  s a le s  o f $323 
m i l l io n .  The in c o rp o ra tio n  o f U. S. E n v e lo p e 's  s a le s  would have enabled 
th e  company to  rem ain in  the top 200; in  f a c t .  West V irg in ia  would be 
ranked as th e  178 th  la r g e s t  i n d u s t r i a l . Ohè may conclude from th i s  th a t  
th e  s a le s  grow th o f  th e  companies d iscu ssed  in  t h i s  s e c t io n  w ere, for th e  
m ost p a r t ,  s ig n i f i c a n t ly  changed through th e  a c q u i s i t io n  o f  new companies.
L ega l A spects o f  M ergers
U n ti l  1950 th e re  was le g a l ,  as w e ll as econom ic, j u s t i f i c a t i o n
fo r  a c o rp o ra tio n  to  a c q u ire  the a s s e ts  r a th e r  th an  the s to c k  o f the
a c q u ire d  company. This r e s u l t e d  from a  Supreme C ourt d e c is io n  rendered
in  1926 which s t a t e d  th a t  th e  F ed era l Trade Commission had no power to
in t e r f e r e  w ith  a m erger i f  th e  a c q u ir in g  c o rp o ra tio n  had used i t s  tto ck
17to  pu rch ase  th e  a s s e ts  p r io r  to  the  tim e th e  com pla in t was is s u e d .
The c o u rt went even fu r th e r  in  1934 when i t  ru le d  th a t  th e  F e d e ra l Trade 
Commission cou ld  n o t p rev en t th e  a c q u is i t io n  of p h y s ic a l  a s s e ts  o f
^^The F ortune  D ire c to rv  (Time, I n c . ,  1960), p .  117.
^^The F ortune  D ire c to rv  (Time, I n c . ,  1962), p . 123.
^^The Fortune D ire c to rv  (Time, I n c . ,  1965), p . 214.
^^See C hap ter V, where a d e ta i le d  a n a ly s is  o f th e  le g a l  aspects  
o f m ergers i s  developed.
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com peting firm s i f  such a c t io n  t r a n s p i r e d  b e fo re  th e  commission had 
ren d ered  i t s  f i n a l  d e c is io n  concern ing  th e  m erger. As a r e s u l t ,  the  
c o u rt had n u l l i f i e d  the  a c t io n  tak en  by Congress i n  1914 to  p rev en t 
m o n o p o lis tic  m erg e rs .
This lo o p h o le  in  th e  law e x is te d  u n t i l  1950 a t  w hich tim e the
C ellar-'K e'fauver A ct was p a sse d . T h is  was an amendment teaS ^ctiop .n^ tand
S e c tio n  11 of th e  C lay ton  A ct o f 1914. The amendment re a d ,  in  p a r t :
Sec. 7 T hat no c o rp o ra tio n  engaged in  commerce s h a l l  a c q u ire , 
d i r e c t l y  o r i n d i r e c t l y ,  th e  whole or any p a r t  of th e  s to c k  o r 
o th e r  sh are  c a p i t a l  and no c o rp o ra tio n  s u b je c t  to  th e  j u r i s ­
d ic t io n  of th e  F ed e ra l Trade Commission s h a l l  a c q u ire  the  whole 
o r any p a r t  o f th e  a s s e ts  of an o th e r  c o rp o ra tio n  engaged a ls o  in  
commerce, w here iin any l in e  o f  commerce in  any s e c t io n  o f th e  
c o u n try , th e  e f f e c t  o f  such a c q u is i t io n  may be s u b s t a n t i a l l y  to  
le s s e n  c o m p e tit io n , o r to  tend  to  c re a te  a monopoly.^®
As a r e s u l t ,  th e  cho ice  o f a c q u i s i t io n  o f e i th e r  a s s e ts  o r  s to ck  was no
lo n g er p re d ic a te d  upon F .T .C . c o n t ro l  s in ce  th e  commission now had
c o n tro l  over b o th  te c h n iq u e s . Thus, from a le g a l  s ta n d p o in t ,  n e i th e r
approach has any a d v a n ta g e .
However, th e re  a re  advan tages to  s to ck  o r a s s e t  p u rch ases  fo r  
o th e r  re a s o n s . I f  the  a c q u ir in g  company seeks to  o b ta in  on ly  a p o r t io n  
o f  the  a s s e ts  w hich a re  o f some p a r t i c u l a r  v a lu e  to  i t ,  th e  pu rchase  of 
a s s e ts  would be b e t t e r  th an  th e  a c q u ir in g  of s to c k . Such a purchase  
would v o id  a l l  th e  l i a b i l i t i e s  o f th e  s e l l e r  ex cep t m ortgages th a t  m ight 
e x i s t  on th e  s p e c i f i c  a s s e ts  a c q u i r e d . S t i l l ,  th e re  a re  advantages to  
s to ck  p u rc h a s e s . T his i s  one way in  which an  e v en tu a l pu rch ase  m ight
1ft
P u b lic  Law No. 899, ( 0 'Mahoney, K e fau v e r-C e lla r  A c t) .
19J .  F red  Weston and Eugene F. Brigham, M anagerial F inance 
(2nd e d .;  New York: H o lt, R in e h a r t ,  and W inston, 1966), p .  640.
69
be com pleted w ith o u t th e  p r io r  knowledge o f th e  company whose s to ck  i s  
b e ing  p u rch ased . T h is co u ld  be accom plished  by the  pu rchase  o f  a company's 
s to c k  in  th e  open m ark e t, e s p e c ia l ly  in  sm all amounts over a p e r io d  o f 
tim e . The a c q u ir in g  company cou ld  amass enough sh ares  to  p la c e  a member
20on th e  board  o f d i r e c to r s  and e v e n tu a lly ,  p e rh ap s , g a in  com plete c o n tro l .
O ther le g a l  a sp e c ts  of m ergers a re  im p o rtan t. The term  m erger 
has been used  in  a broad sense and deno tes any type of a c q u is i t io n  o r 
com bination . But from a le g a l  p o in t  o f v iew , th e re  a re  se v e ra l d i s t i n c ­
t io n s  made betw een m ergers and a c q u i s i t io n s .  There a re  s ta tu to r y  m ergers 
which c o n s is t  of a ta x - f r e e  exchange of sh a re s  between two companies
one o f  which w i l l  rem ain and the  o th e r  w i l l  be d is s o lv e d  as a se p a ra te  
21e n t i t y .  The a c q u ir in g  company re c e iv e s  a l l  o f the  a s s e ts  and a l l  o f
th e  l i a b i l i t i e s  o f  th e  abso rbed  company. In  a d d i t io n ,  th e  a c t io n  to
be ta k en  m ust be approved by th e  v o te  o f the  s to ck h o ld e rs  o f both
com panies. "Bonds and p re fe r rd d  s to c k  may be used in  p a r t ,  b u t the
sh a re h o ld e rs  o f th e  d isa p p e a rin g  company must re c e iv e  some e q u ity  in t e r e s t
22in  th e  su rv iv in g  cmmpany under th e  'c o n t in u i ty  o f i n t e r e s t '  d o c t r in e ."
The im portance i s  th a t  one o f  th e  companies w i l l  be d is so lv e d  w hile  the 
o th e r  rem a in s . A c o n s o lid a tio n  r e s u l t s  in  th e  fo rm atio n  o f a new 
company when two or more companies d ec id e  to  jo in  fo rc e s .  From a le g a l  
s ta n d p o in t ,  th e  p rev io u s  in d iv id u a l  companies cease  to  e x i s t .
2°I b id . .  p. 641.
21Jerome B. Cohen and S idney M. R obbins, The F in a n c ia l Manager 
(New York: H arper and Row P u b lis h e r s ,  '1966), p . 810.
22
I b id . .  p . 811.
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In  d e a lin g  w ith  th e  f in a n c ia l  a sp e c ts  o f  m ergers and combina­
t io n s ,  th e re  i s  a te c h n ic a l  d i f f e r e n t i a t i o n  between p u rch ase  and p o o ling  
o f i n t e r e s t .  A purchase in v o lv es  th e  a c q u is i t io n  and com plete a b so rp tio n  
o f  a sm a lle r company by a la rg e r  company. A poo lipg  o f i n t e r e s t s  invo lves 
a  com bination o f  two com panies, r e l a t i v e ly  equal im n size , in  w hich th e  
id e n t i t y  o f th e  managements o f b o th  rem ains. The a c q u ire d  f irm  con tinues
to  c a rry  ou t im po rtan t fu n c tio n s  (The L ong-B ell Lumber Company as a
23d iv is io n  o f The In te r n a t io n a l  P aper Company).
The t r a n s f e r  o f s to c k  i s  th e  u su a l method used to  implement
m ergers and c o n s o lid a tio n s .^ ^  A pproxim ately 80 p e rce n t o f the  179
m ergers w ith in  the  scope o f t h i s  s tudy  u t i l i z e d  th is  method w ith  the
use of cash  techn ique  a p p lie d  in  18 p e rc e n t o f  the m ergers (see  T able 22).
The use of deb t s e c u r i t i e s  as w e ll as th e  s to ck  and cash  method of
h and ling  th e  m erger was used  in  only  abou t two p e rce n t o f  th e  c a s e s .
C onsidering  th e  ta x  laws i t  i s  u n d e rs tan d a b le  th a t  th e re  a re  d e f in i t e
advantages in  u t i l i z i n g  th e  t a x - f r e e  exchange of s to ck  m ethod. I f  th e
s e l l e r s  accep ted  cash , th e  t r a n s a c t io n  would be su b je c t to  the  h ig h e r
r a te  o f p e rso n a l income ta x .  I f  the  s e l l e r s  accep ted  s to c k , th e  maximum
ta x  would be 25 p e rc e n t,  when th e  s to ck s  a re  so ld .
Only S t .  Regis used  th e  deb t s e c u r i t i e s  method o f a c q u i s i t io n .
In  1954, when i t  a cq u ired  50 p e rc e n t o f C lass and P aper L td . o f A lb e r ta ,
25S t .  Regis fin an ced  the $23 m i l l io n  t r a n s a c t io n  using  d eb t s e c u r i t i e s .
When th e  same company a c q u ire d  th e  Andre Paper Box Company in  1962,
^^Ibid.
^^See p . 55.
^^Moodv's I n d u s t r i a l s  M anual.
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TABLE 22
METHODS USED TO IMPLEMENT THE MERGERS AND ACQUISITIONS 
IN THE PAPER AND ALLIED PRODUCTS INDUSTRY 
1950-1965
Method Number P e rc e n t of 
T o ta l
Cash 32 17.9
Stock Exchange 137 79 .8
Debt S e c u r i t ie s 1 0 .6
S tock and Cash 1.7
T o ta ls 179 100.0
Source: Moodv's I n d u s t r i a l  M anual.
bo th  s to ck  (25 ,000 ,000  common sh a re s )  and cash ($200,000) were used to
26com plete the  t r a n s a c t io n .  W ith th e  exception  of Union Bag Camp P aper 
C o rp o ra tio n , Champion P aper Company was the  only o th e r  f irm  ap p ly in g  the  
s to ck  and cash  tech n iq u e  o f a c q u i s i t io n .  A ll th e  o th e r  companies used 
e i th e r  th e  s to c k  o r cash  method (see  Table 23). The exchange o f s to c k  was 
by f a r  th e  most p o p u la r m ethod. One company, I n te r n a t io n a l  P ap er, used 
bo th  techn iques on a f i f t y - f i f t y  b a s i s —e ig h t o f  t h e i r  a c q u is i t io n s  were 
com pleted th rough  th e  exchange o f s to c k  and e ig h t were c a sh  t r a n s a c t io n s .
Types o f Mergers 
The th re e  b a s ic  m erger c a te g o r ie s —h o r iz o n ta l ,  v e r t i c a l ,  and 
c o n g lo m e ra te - -e n ta i l  p ro d u c t a re a s  which dem onstrate d iv e r s i f i c a t i o n  




METHODS USED TO IMPLEMENT THE MERGERS AND ACQUISITIONS 
IN THE PAPER AND ALLIED PRODUCTS INDUSTRY,
BY COMPANY, 1950-1965
Company S tock Stock
Cash
Cash Debt
S e c u r i t ie s
S t .  Regis 29 1 5 1
Champion 5 2 1 . . .
Mead 34 3
K im berly -C lark 15 5
C row n-Z ellerbach 6 1
I n te r n a t io n a l 8 8
Union-Camp 10 • • •
C o n ta in e r 18 7
West V irg in ia 6 1
S c o tt 12 1
T o ta l 143 3 32 1
Source: Moodv's I n d u s t r ia l s Manual.
in  th e  y ea rs  1924-1964. When I n te r n a t io n a l  P aper became le s s  d iv e r s i ­
f ie d ;  K im b erly -C la rk 's  d iv e r s i f i c a t io n  rem ained  s t a t i c ;  and, both
S t .  R egis and C row n-Z ellerbach  in c re a se d  t h e i r  d iv e r s i f i c a t io n .  The
27l a t t e r  in c re a s e  was due to  m erger a c t i v i t i e s .
There were app rox im ate ly  seven g e n e ra l i n d u s t r i a l  c l a s s i f i c a t io n s  
w hich accoun ted  fo r  90 p e rc e n t o f th e  m erg e rs . The m ost freq u en tly
^^Economic C o n c e n tra tio n , p . 973.
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a p p ro p r ia te d  p ro d u c t l i n e  was p ap er. N early  fo u r o u t o f every te n  m ergers 
invo lved  th e  a c q u i s i t io n  of a paper conçany (se e  T ab le  2Ô). The second 
m ost p o p u la rly  a c q u ire d  p ro d u c t l in e r -b o x e s , b ag s, and o th e r types o f 
c o n ta in e rs r - in v o lv e d  th e  a c q u is i t io n  o f c o n ta in e r  com panies. The 
a c q u is i t io n  o f  pulp  com panies, p l a s t i c  com panies, and lumber companies 
numbered ab o u t th e  same as t h i s  l a t t e r  g ro u p .
W ith th e  e x c e p tio n  o f a few, most of th e  a c q u ire r s  g a ined  new 
companies in  only a coup le  o f p roduct a r e a s .  Both Union Bag Camp Paper 
and The Mead C o rp o ra tio n  co n c e n tra te d  th e  bu lk  o f  t h e i r  a c q u is i t io n s  in  
two a re a s ,  paper and c o n ta in e r s .  The C o n ta in er C o rp o ra tio n  a c q u ire d  
e ig h te e n  c o n ta in e r  and f iv e  paper com panies, and o f th e  seven a c q u is i t io n s  
West V irg in ia  Pulp and Paper com pleted , s ix  in v o lv ed  th e se  two p roduct 
areasT " Only S t .  R egis Paper Company had a n o ta b le  c ro s s - s e c t io n  of a l l  
p ro d u c t a r e a s ,  b u t even so over h a l f  of i t s  a c q u is i t io n s  were paper and 
c o n ta in e r  com panies. S c o tt  and Kmmberly-Clark a lo n e  made no a c q u is i t io n  
o f a c o n ta in e r  company; th e  form er a cq u ired  seven  p ap er companies and the  
l a t t e r  added tw elve p ap e r com panies. S t .  Regis was th e  only a c q u ire r  o f 
'waxed paper com panies, and K im berly-C lark  accoun ted  fo r  h a l f  th e  m ergers 
in v o lv in g  envelope com panies.
The s ig n if ic a n c e  o f th e se  a c q u is i t io n s  i s  t h a t  th e  p ro d u c ts  
invo lved  a re  a l l  w ith in  th e  paper and a l l i e d  p ro d u c ts  in d u s try ,  and th e  
m ergers have e n ta i le d  bo th  h o r iz o n ta l ,  v e r t i c a l ,  and co ng lom era te-- 
"n eg a tiv e  sp ace"—in te g r a t io n .  C onsidering  g e o g ra p h ic a l d is p e rs io n , an  
im p ressiv e  number o f th e se  m ergers were m o tiv a ted  from th e  d e s ir e  to  ga in  
access  to a new m arket a re a .
Between 1959 and 1962, 206 m anufactu ring  f a c i l i t i e s  were acq u ired  
w ith in  th e  paper and a l l i e d  p ro d u c ts  in d u s try  (see  T ab le 25). The scope
TABLE 24
MERGERS, BY TYPE OF PRODUCT, AND BY COMPANY 
1950-1965
Company P u lp P l a s t i c s P ap e r C o n ta in e r Lumber E nvelope Waxed
P ap er
O th er T o ta l
M ergers
S t .  R eg is 1 4 11 10 3 2 5 36
I n t e r n a t io n a l 1 7 1 2 5 16
C o n ta in e r 2 5 18 25
W est V ir g in ia 2 4 1 7
Crown Z e l l . 1 1 2 :.i 2 77
U nion Camp 5 4 1 10
K im b erly -C la rk 2 12 1 2 3 20
Mead 1 12 20 4 37
Champion 4 1 1 2 8
S c o t t 3 1 7 2 13
T o ta l 8 9 67 59 10 4 2 20 179
' - j
S ource : Moody’s I n d u s t r i a l s  M anual.
TABLE 25
PAPER AND ALLIED PRODUCT MANUFACTURING 
FACILITIES ACQUIRED BY COMPANIES 
ENGAGED IN MANUFACTURING, BY TYPE OF PRODUCT
1959-1962
Type o f  
P a p e r  and
Number o f  
Companies
M a n u fa c tu rin g  F a c i l i t i e s  A cq u ired
A l l i e d  P ro d u c ts M aking
A c q u is i t io n s T o ta l 1959 1960 1961 1962
P u lp , p a p e r ,  and 
b o ard 30 95 27 30 15 23
P a p e rb o a rd  c o n ta in e r  
and boxes 36 76 25 17 14 20
O ther p a p e r  and 
a l l i e d  p ro d u c ts 23 35 9 7 9 10
T o ta l 89 206 61 54 38 53
t_n
S o u rce : Economic C o n c e n t r a t io n , H e a rin g s  o f  Subcom m ittee on A n t i t r u s t  and  M onopoly, p t .  2
(W ashington , D. C . : Government P r i n t i n g  O f f ic e ,  1 9 6 5 ), p .  1025.
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o f  th i s  s tu d y  d e a ls  w ith  only  te n  com panies, bu t d u ring  t h i s  fo u r y ea r 
p e r io d  th e re  were 89 companies invo lved  in  a c q u ir in g  m anu fac tu rin g  f a c i l i ­
t i e s  in  th e  p ap e r and a l l i e d  p ro d u c ts  in d u s try .  When th e  numbers approach 
to  th e  m erger problem  is  used , i t  i s  e v id e n t th a t  th e  te n  firm s accounted  
f o r  only  a sm a ll p e rce n tag e  o f th e  t o t a l  m ergers ta k in g  p la c e  w ith in  
th e  in d u s try .  The fo u r y ea r t o t a l  was 206 a c q u is i t io n s  by th e se  89 
com panies, w h ile  th e  number o f  m ergers com pleted by th e  te n  firm s 
accounted  f o r  71. T his deno tes th a t  app rox im ate ly  o n e - th i rd  o f the  
a c q u is i t io n s  w ith in  th e  paper and a l l i e d  p ro d u c ts  in d u s try  were made by 
th e  te n  f irm s , and f u r th e r  im p lie s  th a t  o th e r  companies see  th e  va lu e  
in  acq u ir in g  such m an ufac tu ring  f a c i l i t i e s .
The d i s t r i b u t i o n  o f la rg e  c o rp o ra tio n s  acq u ired  d u rin g  th e  p e r io d  
1948-1965 concerns 100 m ergers in  th e  lum ber and woods p ro d u c ts  in d u s try  
as w e ll as i n  th e  pap er and a l l i e d  p ro d u c ts  in d u s try  ( s e e  Table 26).
Though th e re  has been a la rg e  number of m ergers w ith in  th e s e  in d u s try  
g ro u p s , th e  p e rc e n t  o f  th e  t o t a l  a s s e ts  of th e  in d u s try  a re  r e l a t i v e l y  
sm a ll, r e p re s e n t in g  le s s  than  te n  p e rc e n t in  each ca se .
J o in t  Mergers
D uring th e  p e r io d  1950 th rough  1965, th e re  were e ig h t  j o i n t  
m ergers. In  1957 S t .  R eg is, I n te r n a t io n a l ,  and S c o tt  a c q u ire d  th e  a s s e ts  
o f A lg e r-S u ll iv a n  Lumber Company. In  1961 S c o tt ,  a long w ith  E a s te rn  
Paper M ills  Company, formed a p a r tn e rs h ip  c a l le d  th e  E a s te rn -S c o tt  
Paper Company. Two y ea rs  l a t e r ,  however, S c o tt  a c q u ire d  E a s te r n 's  h a l f ,  
making th e  company a w holly  owned s u b s id ia ry .  The Mead C o rp o ra tio n  was 
a ls o  in v o lv ed  in  two jo i n t  a c q u is i t io n s .  The f i r s t  was i n  1951 when, 
w ith  th e  In la n d  C o n ta in er Company, th e  Rome K ra ft Company was formed;
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TABLE 26
NUMBER OF LARGE CORPORATIDNS ACQUIRED DURING 1948-1965 
BY INDUSTRY OF ACQUIRED FIRM AND PERCENTAGE 
DISTRIBUTION, USING 1959 INDUSTRIAL ASSETS
In d u s try
Group
Number of 
A c q u is it io n s
P ercen tag e  
o f  T o ta l
Value o f 
A cquired A sse ts  
(M illio n s)
P ercen tage  
o f T o ta l
Lumber and wood 
p ro d u c ts 28 3 .4 $ 736.6 2.7
P aper and a l l i e d  
p ro d u c ts 72 8 .8 2 ,0 6 1 .6 9.5
Source: Economic C o n c e n tra tio n . H earings b e fo re  Subcommittee on
A n t i t r u s t  and Monopoly, p t .  5 (W ashington, D. C .: Government
P r in t in g  O ff ic e , 1965), p .  2024.
l a t e r ,  in  1962, th e  Rome K ra f t  Company was merged w ith  one o f M ead's 
s u b s id ia r ie s  and e s ta b l is h e d  as  The G eorgia K ra f t  Company. A nother jo in t  
v en tu re  was com pleted in  1964 when Mead and Northwood M ills  L td . formed 
Northwood Pulp  L td .,  w ith  each  company having 50 p e rc e n t c o n t ro l .  A nother 
company invo lved  in  two or more j o i n t  a c q u is i t io n s  was K im berly -C lark , 
w hich along  w ith  I n te r n a t io n a l  C e llu c o tto n  P roducts  Company and Reed and 
Company L td .,  a cq u ired  th e  s to ck  in  C e llu c o tto n  P roducts  L td . Each 
re c e iv e d  o n e - th i r d  o f th e  s to c k  of the  a c q u ire d  company, b u t the  fo llow ing  
y e a r ,  1955, K im berly -C lark  acq u ired  I n te r n a t io n a l  C e llu c o tto n . The o th e r 
f iv e  companies d id  n o t p a r t i c i p a t e  in  any jo i n t  v en tu re s  during  th i s  
p e r io d .
M ergers In v o lv in g  F o re ig n  C o n tro lle d  S u b s id ia r ie s  
Of g re a t  i n t e r e s t  i s  th e  number o f m ergers by fo re ig n  owned or 
fo re ig n  c o n t ro l le d  s u b s id ia r ie s  o f th e se  te n  a c q u is i to r s  (see  T able 27 ).
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TABLE 27
NUMBER OF FOREIGN MERGERS BY PARENT 
COMPANY AND BY FOREIGN OWNED OR CONTROLLED 
SUBSIDIARIES, BY COMPANY
1950-1965
Company P aren t S u b s id ia ry T o ta l
S t .  Regis 1 0 1
I n te r n a t io n a l 0 14 14
C onta iner 0 16 16
West V irg in ia 2 0 2
C row n-Zellerbach 1 3 4
Union Camp 0 0 0
K im berly-C lark 7 2 9
Mead 1 0 1
Champion 0 0 0
S c o tt 3 2 5
T o ta l 15 37 52
Source: N oddy's I n d u s t r ia l  M anual.
A pproxim ately 30 p e rc e n t of a l l  fo re ig n  m ergers in v o lv ed  th e  a c q u is i t io n
.J
by th e  p a re n t company, and 70 p e rc e n t n e g o tia te d  by fo re ig n  s u b s id ia r ie s .
N e ith e r  th e  Champion Paper Company nor Union Bag Camp Paper 
C orp o ra tio n  a c q u ire d  any fo re ig n  companies during  th i s  p e r io d . These 
companies were a ls o  among th e  l e a s t  a c t iv e  c o rp o ra tio n s  in  so f a r  as 
dom estic m ergers were concerned . S t .  R egis Paper Company and the  Mead 
C o rp o ra tio n  were by f a r  the m ost a c t iv e  dom estic a c q u is i to r s ;  y e t ,  du ring
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t h i s  p e r io d , th e se  com panies acq u ired  only one fo re ig n  based  company 
each . The a c q u i s i t io n  p a t te r n s  o f The C on ta in er C orp o ra tio n  and the 
I n te r n a t io n a l  P aper Company.are in  s t r ik in g  c o n t r a s t .  The form er nego­
t i a t e d  26 a c q u is i t io n s  d u rin g  the  16 year p e r io d ,  averag ing  one fo re ig n  
a c q u is i t io n  a y e a r ,  w hich r e p re s e n ts  approx im ate ly  64 p e rc e n t o f  the  
c o r p o r a t io n 's  m erger a c t i v i t y .  The I n te r n a t io n a l  Paper Company's re c o rd  
o f  fo re ig n  a c q u is i t io n s  i s  even more im p ress iv e . I n te r n a t io n a l  com pleted 
16 m ergers and a c q u is i t io n s  between 1950 and 1965, o f which 14 p e r ta in e d  
to  m ergers by i t s  fo re ig n  s u b s id ia r ie s  (see  Table 21) . The l a r g e s t  'share 
o f i t s  m erger a c t i v i t y ,  n e a r ly  90 p e rc e n t,  c o n s is te d  o f a c q u is i t io n s  
com pleted by fo re ig n  s u b s id ia r i e s .  This was a ls o  the  case  w ith  th e  Con­
ta in e r  C o rp o ra tio n  when m ergers by i t s  fo re ig n  s u b s id ia r ie s  accoun ted  
fo r  a l l  16 a c q u is i t io n s  o f th e  company during th i s  tim e.
There a re  two a p p a re n t m otives fo r  u n d ertak in g  fo re ig n  v e n tu re s :  
ta x e s  and c a p i t a l  f lo w s . The ta x  s t r u c tu r e  in  many c o u n tr ie s  i s  more 
fav o ra b le  to  c o rp o ra tio n s  th an  i s  th e  tax  s t r u c tu r e  o f th e  U n ited  S ta te s .  
Over th e  l a s t  decade th e  U nited  S ta te s  has been running  a d e f i c i t  in  i t s  
ba lan ce-o f-p ay m en ts  a c c o u n ts , and by allow ing  a company's s u b s id ia ry  to  
n e g o tia te  th e  m erger th e  p o s s i b i l i t y  of a cash  flow ou t o f th e  U nited  
S ta te s  is  avo id ed . The ba lance-o f-paym ents p o s i t io n  o f th e  co u n try  i s  
th e re b y  n o t ëndangered . However, the  more fa v o ra b le  ta x  s t r u c tu r e  
ap p ea rs  to  be th e  s tro n g e r  m otive fo r  fo re ig n  a c q u is i t io n s  by fo re ig n  
owned or c o n t ro l le d  com panies.
A c q u is i t io n s  C hallenged by R eg u la to ry  A gencies
Not a l l  of th e s e  a c q u is i t io n s  escaped th e  s c ru t in y  o f th e  re g u ­
la to ry  bod ies in  W ashington. Seven o f the  te n  c o rp o ra tio n s  w ere invo lved
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in  one o r more com plain ts  is su e d  by e i th e r  The F e d e ra l Trade Commission 
or the  A n t i t r u s t  D iv is io n  o f th e  J u s t i c e  D epartm ent. F ig u re  3 l i s t s  th e  
a c q u is i t io n s  which were ch a llen g e d  by The F e d e ra l Trade Commission, and 
F ig u re  4 c i t e s  tho se  c h a llen g e d  by the A n t i t r u s t  D iv is io n .
In  th e  m ain, the  seven a c q u is i t io n s  ch a llen g e d  by th e  F .T .C . 
were s e t t l e d  by consen t o rd e r , arid d iv e s t i tu r e  o f p a r t  o f th e  acq u ired  
f a c i l i t i e s  was o rd e red . The A n t i t r u s t  D iv is io n  ch a llen g e d  only  two 
m ergers d u rin g  th i s  p e r io d : the  K im berly-C lark  a c q u is i t io n  of B lake,
M o ffit and Towne in  1961, and the  West V irg in ia  Pulp  and Paper Company's 
a c q u is i t io n  of the m a jo r ity  o f th e  o u ts ta n d in g  s to c k  in  U nited S ta te s  
Envelope Company in  1960. As o f March 5 , 1965, bo th  cases  were pending 
f i n a l  d is p o s i t io n .
FIGURE 3
ACQUISITIONS CHALLENGED BY THE FEDERAL TRADE COMMISSION
1951-1965
Companies (and y e a r M arkets I n d u s tr y S ta tu s  o f  c a s e  as
o f a c q u i s i t i o n ) ! C o n c e n tra t io n o f  A p r i l  30, 1965
Crown-Zellerbach Corp, 
(S t .  H e le n 's  P u lp  & 
P ap er C o .) ,  1953®
P u rc h a s in g  o f  p u lp  & 
m a n u fa c tu r in g , c o n ­
c e r t i n g ,  & jo b b in g  o f  
K r a f t  p a p e r  & p a p e r 
p ro d u c ts  i n  th e  W este rn  
S t a t e s ,  p a r t i c u l a r l y  
th e  P a c i f i c  C o ast 
S t a t e s .
85% o f  P a c i f i c  C o ast 
s a l e s  o f  s p e c i f i e d  K r a f t  
p a p e r  & p a p e r  p ro d u c ts  
i n  3 com panies ; Crown- 
Z e l le rb a c h  2d in  th e  U .S . 
and 1 s t  i n  P a c i f i c  C o as t 
S ta t e s  in  m a n u fa c tu re  o f  
p u lp  & p a p e r ;  Crown was 
1 s t  and S t .  H e le n 's  2d 
in  P a c i f i c  C o as t S ta te s  
in  m a n u fa c tu re  o f  s p e c i f i c  
K r a f t  p a p e r  & p a p e r p r o 4 
d u c t s .
O rder o f  d i v e s t i t u r e ,  
D ec. 26, 1957. U pheld 
by c o u r t  o f  a p p e a ls  
(CA-9) i n  1961 and 
c e r i t i o r a r i  d e n ie d  by 
Supreme C o u rt i n  1962. 
D iv e s t i t u r e  accom plished  
(19 6 4 ).
00
I n t e r n a t i o n a l  P ap e r 
Co. (Long B e l l  Lumber 
C o r p .) ,  1956%
P a p e rs  & p a p e rb o a rd  
n a t i o n a l l y  and 
W este rn  S ta t e s  p a r ­
t i c u l a r l y .
I n t e r n a t i o n a l  P ap er '  -n ' 
l a r g e s t  in  c a p a c i ty  to  
p ro d u ce  p a p e r  & p a p e r ­
b o a rd  & in  th e  p ro d u c tio n  
o f  K r a f t  b o a rd ; Long B e l l  
2d in  P a c i f i c  N o rth w est 
in  p ro d u c tio n  o f  lum ber 
& a le a d in g  company in  th e  
p ro d u c tio n  o f  plyw ood.
C onsen t o r d e r ,  Ju n e  17, 
1956, r e q u i r i n g  d i v e s t i ­
t u r e  o f  12% s to c k  i n t .  
h e ld  by Long B e l l  in  
Longview  F ib re  Co. and 
r e q u i r in g  s p e c i f i c  o u t ­
p u t from  p ro p o sed  W estern  
p a p e r and  p a p e rb o a rd  
m i l l  to  b e  s o ld  to  in d e ­
p e n d e n ts .  D iv e s t i tu r e  
n o t  y e t  f u l l y  acco m p lish ed .
FIGURE 3 - -C ontinued
Companies (and y e a r  
o f  a c q u i s i t i o n )
M arkets I n d u s tr y
C o n c e n tra t io n
S ta tu s  o f  c a s e  as  
o f  A p r i l  30, 1965
Mead C orp. (York Con­
t a i n e r  C o rp .;  Ja c k so n  
Box C o .; I n d u s t r i a l  
C o n ta in e r  & P a p e r  C orp. 
Grand R ap ids C o n ta in e r  
Co. ,  I n c . ;  ; Indus t r i a l  
C o n ta in e r  C orp . ; 
G ib r a l t a r  C o rru g a te d  
P a p e r C o ., I n c . ;  Con­
t a i n e r ,  I n c . ;  T a y lo r  
C o n ta in e r  Co. ,  I n c . ) ,  
1956-1964^
S c o t t  P ap e r Co. (Sound- 
view Pulp C o ., Detroit 
S u lp h i te  P u lp  & P ap er 
C o .; H o llin g sw o rth  & 
W hitney C o .) ,  1951-54.
M an u fac tu re  and s a le  o f  
c o n ta in e r  b o a rd , c o r ­
ru g a te d  p ro d u c ts ,  and 
s o l id  f i b e r  p ro d u c ts .
4 l a r g e s t  com panies had 
30% o f  1962 U .S . p ro d u c ­
t i o n  o f  c o n ta in e r  b o a rd ; 
8 l a r g e s t ,  51%; and 20 
l a r g e s t ,  81% w ith  Mead 
ra n k in g  as  3d l a r g e s t .
P ro d u c t io n ,  d i s t r i b u ­
tion, and sale of sani­
t a r y  p a p e r  p ro d u c ts  & 
h o u seh o ld  waxed p a p e r .
S c o t t  1 s t  i n  th e  U .S . in  
sale of sanitary paper
p ro d u c ts  (a p p ro x im a te ly  
3 tim es  m ore th a n  n e a r e s t  
c o m p e t i to r ) .
C onsen t o r d e r ,  Feb . 12, 
1965, r e q u i r in g  d i v e s t i ­
tu r e  o f  7 c o r ru g a te d  
box c o n v e r t in g  p la n t s  
and 1 s h e e t  p l a n t ;  f u r th e r  
a c q u i s i t i o n s  by Mead in  
th e  c o n ta in e r  b o a rd  manu­
f a c t u r e  o r  c o n v e r t in g  
i n d u s t r i e s ,  w ith o u t p r i o r  
FTC a p p ro v a l ,  p r o h ib i te d  
f o r  a 10 y e a r  p e r io d  
D iv e s t i t u r e  n o t  y e t  
a c c o m p lish e d .
C on sen t o r d e r ,  A pr. 23, 
1964, p r o h ib i t i n g  s p e c i ­
f i e d  a c q u i s i t i o n s  and 
o th e r  a c q u i s i t i o n s  f o r  
a 10 y e a r  p e r io d .  D iv e s ­
t i t u r e  o f  c e r t a i n  p a p e r  
m ach ines o rd e re d .
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U nion Bag-Camp P ap er 
Co. (Camp M a n u fa c tu r­
in g  C o .; U n iv e r s a l  
P ap er Bag C o .; 51%% 
o f  s to c k  o f  H ig h lan d
P ro d u c tio n  & s a le  o f  
g ro c e ry  bags and s a c k s ,  
c o r ru g a te d  s h ip p in g  
c o n ta in e r s ,  l i n e r  
b o a rd  & c o r ru g a t in g
8 l a r g e s t  com panies a c ­
co u n ted  f o r  36% o f  c o r ­
ru g a te d  c o n ta in e r  s h ip ­
m ents i n  1958 & th e  20 
l a r g e s t  55%.
C onsen t o r d e r ,  Feb. 12, 
1965, r e q u i r in g  d iv e s ­
t i t u r e  o f  5 c o r ru g a te d  
box p l a n t s  lo c a te d  in  
M ary lan d , M ich ig an ,
FIGURE 3 - -C ontinued
Companies (and y e a r  
o f  a c q u i s i t i o n )
M arkets I n d u s tr y S ta tu s  o f  c a s e  as
C o n c e n tra tio n o f  A p r i l  30, 1965
C o n ta in e r  C o .; m a jo r i ­
ty  o f  s to c k  o f  E a s te rn  
Box C o . ; A l l i e d  Con­
t a i n e r  C o rp . ;  R iv e r  
R a is in  P ap e r C o . ) , 
1956-1961.®
m a te r i a l ,  m e rc h an d ise  
b a g s , s h ip p in g  s a c k s ,  
& bag & s h ip p in g  bag 
p a p e r  in  E a s te rn  
U n ite d  S t a t e s .
U nion Bag & P ap e r Corp 
(ag reem en t to  in c r e a s e  
h o ld in g s  o f  H ankins 
C o n ta in e r  Co. to  66 2 /3  
p e r  c e n t  o f  a u th o r iz e d  
and o u ts ta n d in g  s t o c k ) ,
1954.f
M a n u fa c tu re , s a l e ,  and 
d i s t r i b u t i o n  o f  co n ­
t a i n e r  b o a rd , c o r r u ­
g a te d  boxes and s h e e ts  
p a r t i c u l a r l y  e a s t  o f  
M is s i s s ip p i  R iv e r .
4 l a r g e s t  com panies a c ­
co u n ted  fo r  42% o f  1954 
U .S . c o n ta in e r  b o a rd  
sh ip m e n ts , 8 l a r g e s t  
59% and 20 l a r g e s t  
83%.
I l l i n o i s ,  & P e n n sy lv a n ia  
& th e  g ro c e r s  bag  and 
sack  p l a n t  in  Richmond,
Va. The o rd e r  p r o h ib i te d  
f u r t h e r  a c q u i s i t i o n s  fo r  
a 10 y e a r  p e r io d ,  w ith o u t 
p r i o r  FTC a p p ro v a l ,  in  
K r a f t  p a p e r  & in  th e  
b o a rd -c o n v e r t in g  f i e l d  
and r e q u i r e d  U nion Bag 
to  make a v a i l a b l e  to  
jo b b e r s ,  d i s t r i b u t o r s ,  
u s e r s ,  & c o n v e r te r s  
s p e c i f i e d  am ounts o f  
c o u rs e  p a p e r .  D i v e s t i ­
t u r e  n o t  y e t  acco m p lish ed .
C onsen t o r d e r ,  M ar. 23, 
1956, l i m i t i n g  f u tu r e  
a c q u i s i t i o n  o f  s to c k  in  




^Date o f  C om plain t and FTC d o ck e t no .
^ F e b ru a ry  15, 1965 6180
N ovem ber 6, 1956 6676
^ F e b ru a ry  20, 1965 C-880
% une 1 , 1956 6559
®June 15, 1960 7946
% une 30, 1955 6391
S o u rce : Economic C o n c e n tra t io n , H e a rin g s  b e f o r e  th e  Subcom m ittee on A n t i t r u s t  and M onopoly, p t .  2
(W ash ing ton , D. C . : Governm ent P r i n t i n g  O f f ic e ,  1 9 6 5 ), pp . 992-1000.
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FIGURE 4
ACQUISITIONS CHALLENGED BY ANTITRUST DIVISION
1951-1965
Companies (and y e a r  
o f  a c q u i s i t i o n )
M arkets I n d u s t r y
C o n c e n tra t io n
S ta tu s  o f  c a s e  a s  
o f  M arch 5 , 1965
K im b e rly -C la rk  C orp. S a le  o f  p a p e r  and (K im berly  le a d in g  p ro d u c e r P en d in g
(B la k e , M o f f i t  & p a p e r  p ro d u c ts  in o f  some ty p e s ;  B la k e , a
Tow ne), 1961® W este rn  U n ite d  S ta t e s b ig  w e s te rn  w h o le s a le r ) .
W est V ir g in ia  P u lp P ro d u c tio n  and s a l e U .S . E nvelope  h as  18% P en d in g
& P a p e r  Co. (U .S . 
E nvelope Co. ,  
m a jo r i ty  o f  o u ts ta n d ­
in g  s t o c k ) , 1960^
o f  p a p e r  and p a p e r  
p ro d u c ts ,  in c lu d in g  
e n v e lo p e s .
o f  d o m estic  s a l e s .
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^ a t e  o f  C om plain t
^ F eb ru a ry  15, 1962 
^A ugust 25, 1960
S o u rce : Economic C o n c e n t r a t io n , H e a rin g s  b e fo re  th e  Subcom m ittee on A n t i t r u s t  and M onopoly, p t .  2
(W ash ing ton , D. C . : Governm ent P r i n t i n g  O f f ic e ,  1 9 6 5 ), p .  977.
CHAPTER IV 
FORCES CONTRIBUTING TO MERGER ACTIVITY
As p re v io u s ly  n o ted , c o rp o ra te  growth by m erger and a c q u is i t io n  
has had a p e r c e p t ib le  im pact upon th e  development o f th e  p ap er and 
a l l i e d  p ro d u c ts  in d u s try .  To r e i t e r a t e ,  th e re  were n e a r ly  two hundred 
m ergers by the  le a d in g  a c q u i s i to r s .  T his c h a p te r  w i l l  an a ly ze  m otiva­
tio n ; g e n e ra l o b je c tiv e s  o f c o rp o ra tio n s  w il l  be co n s id e re d  and an 
a ttem p t w i l l  be made to  p a r t i c u l a r i z e  th e se  o b je c tiv e s  in  t h e i r  r e l a ­
tio n sh ip  w ith  th e  m erger movement o f 1950-1965. Both th e o r e t i c a l  models 
and c o n c re te  examples w i l l  be exam ined.
T ra d i t io n a l  Reasons C ite d  fo r  M ergers
There a re  a number o f a u th o r i t a t iv e  reaso n s c i te d  fo r  th e  ac q u i­
s i t i v e  phenomenon w hich o ccu rred  over th e  l a s t  decade and a h a l f .  The 
s t a r t in g  p o in t fo r  such c i t a t i o n s  is  o f te n  a d is c u s s io n  o f  the  ro le  or 
o b je c tiv e s  o f a c o rp o ra tio n .^  S t .  Regis Eaper Company, in  d e sc r ib in g  
th e  fu n c tio n  o f  i t s  Long-Range P lan n in g  and P o lic y  Com m ittee, s t a t e s ;
An e a r ly  ta sk  was to  s e t  up c o rp o ra te  s t r a t e g ie s  and o b je c tiv e s  
th ro u g h  1975, w ith  goals  d e fin e d  in  term s of s a le s  and n e t  ea rn in g s  
and w ith  f o r e c a s ts  o f th e  new c a p i t a l  investm en t r e q u ir e d  to  reach  
them. In  a d d i t io n ,  f in a n c ia l  g u id e lin e s  were e s ta b l is h e d  to  sp e c ify  
th e  r a te  o f  n e t ea rn in g s  re q u ire d  fo r  each o p e ra t in g  group in  the 
company in  r e l a t i o n  to  in v e s tm e n t. S tandard  f in a n c ia l  p rocedures
^See M ergers and A c q u is it io n s  : P lann ing  and A c tio n . A R esearch
Study and R eport (New York: F in a n c ia l  E x ecu tiv es  R esearch  F oundation ,
1963), C hapter 1.
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were drawn up f o r  ev a lu a tin g  new u n d ertak in g s  in  th e  l i g h t  o f  
grow th and p r o f i t  p o te n t ia l s .
F u tu re  p la n s  fo rm u la ted  by a c o rp o ra tio n  a re  e s p e c ia l ly  s ig n i f i c a n t  in
term s o f methods to  be u t i l i z e d  in  ach iev in g  c o rp o ra te  grow th. These
p la n s  may be r e a l iz e d  e i th e r  in t e r n a l l y  o r  e x te r n a l ly —by j o i n t  v e n tu re
3
or m erger a c q u i s i t io n .
C o rp o ra te  o b je c t iv e s ,  sim ple or com plex, a r e  th e  fo u n d a tio n  fo r  
a l l  fu tu r e  p la n s  and th e i r  im plem en ta tion  because th ey  p ro v id e  
a b a s is  fo r  decision-m aking  and fo r  e v a lu a tin g  r e s u l t s .  S ince 
m erger and a c q u i s i t io n  o ften  have a lo n g -te rm  in p a c t on a company's 
o p e ra t io n s ,  management should d e f in e  o b je c tiv e s  which w i l l  be 
v a l id  fo r  a maximum p erio d  o f  tim e. N e v e rth e le s s , th e  d e f in i t i o n — 
and p e r io d ic  rev iew  and r e v is io n —o f c o rp o ra te  o b je c tiv e s  is  a 
co n tin u in g  jo b  s in c e  the environm ent in  which a company o p e ra te s ,  
and th e  r e l a t i v e  im portance o f  v a r io u s  in f lu e n c e s  on i t s  cou rse  
o f  a c t io n ,  a re  c o n s ta n tly  chang ing .
T here emerges one b asic  o b je c t iv e  around which a l l  o th e rs  seem 
to  re v o lv e : grow th. In  a study o f  grow th by G ard iner C. Means, h is
b a s ic  co n c lu sio n  i s  th a t  la rg e  c o rp o ra tio n s  a re  growing more r a p id ly  
than  a l l  o th e r  c o rp o ra t io n s .  H is a n a ly s is  in c lu d e s  an in v e s t ig a t io n  as 
to  how th i s  grow th ta k e s  p la c e . **A g iv e n  c o rp o ra tio n  can in c re a s e  the  
w ea lth  under i t s  c o n tro l  in  th ree  m ajor ways: by r e in v e s t in g  i t s  e a rn ­
in g s , by r a i s in g  new c a p i t a l  th rough  th e  s a le  o f  s e c u r i t i e s  in  the  p u b lic  
m a rk e ts , and by a c q u ir in g  c o n tro l o f o th e r  c o rp o ra tio n s  by e i th e r  p u reho j 
chase or exchange o f  s e c u r i t i e s . " ^  Means f u r th e r  p o in ts  o u t th a t  th e se
)
'Annual R eport; 1965. S t .  Regis Paper Company, 1966, p . 5 .
I b i d . , p . 9.
^ I b i d .
^G ard iner C. Means, "The Growth in  th e  R e la tiv e  Im portance o f 
th e  L arge C o rp o ra tio n s  in  American Economic L i f e ,"  R ichard  C. Lane and 
S e lle  C. Riemersma, e d s . ,  E n te rp r is e  and S e c u la r  Change (Homewood: 
R ichard  D. I rw in , I n c . ,  1953), p . 144.
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techn iques  f a r  ou tw eigh  any o th e r  such  methods which m igh t be used to  
b rin g  abou t c o rp o ra te  grow th.
S in ce  th e  a c q u ir in g  o f c o n t ro l  over o th e r  c o rp o ra t io n s  p lays an 
im portan t p a r t  in  c o rp o ra te  grow th, i t  i s  a p p ro p r ia te  fo i.consider numer­
ous tfeasiboay .c a te g o r i c a l ly  c i t e d ,  fo r  m ergers and a c q u i s i t i o n s .
A. F in a n c ia l  R easons:
1. E x p lo it  an  o p p o r tu n ity
2. Avoid th e  r i s k  o f in t e r n a l  developm ent program s
3. Use id l e  c a p i t a l
4 . Take advan tage o f a ta x  l o s s ,  i . e . ,  s e c u re  one o r apply 
an e x is t in g  one
5 . In c re a se  m arket v a lu e  o f  s to ck
6 . E f fe c t  more r a p id  growth
7. Improve on p r o f i t  le v e l  o r tre n d  in  p re s e n t  business
8 . Secure a source  o f  c a p i t a l
9 . Spread th e  b u s in e s s  r i s k  
10. P rov ide  a m arket f o r  s to c k
B. O p era tin g  Reasons:
1 . Improve upon , volume le v e l  o r tr e n d  in  th e  p re s e n t  b u s in e ss
2. O ffse t s e a so n a l o r c y c l ic a l  f lu c tu a t io n s  in  th e  company's 
p re s e n t  l in e
3 . S a t i s f y  c u s to m e rs ' demands fo r  a d d i t io n a l  s e rv ic e s  or item s
4 . Reduce dependence on a s in g le  p ro d u c t
5 . Broaden th e  custom er base
6 . O btain  b u s in e s s  in  a new t e r r i t o r y
7 . A cquire  new custom ers and new m arkets
8 . Take advan tage  o f an e x is t in g  r e p u ta t io n
9 . Obscure th e  d e t a i l s  o f th e  p rim ary  a re a  o f  a c t i v i t y  from
co m p e tito rs  th ro u g h  d iv e r s i f i c a t i o n  and th e  p u b lic a t io n  of
th e  c o n s o lid a te d  s ta tem en t
10. O btain  a re s e a rc h  and developm ent group
11. S tre n g th e n  th e  management
12. A cquire  p a r t i c u l a r  p ro d u c ts
13. In c re a se  u t i l i z a t i o n  of p re s e n t  r e s o u rc e s - -a n y  o r a l l  ty p es  
o f re so u rc e s  w hich th e  company has a t  i t s  d is p o s a l ,  in c lu d ­
ing  p h y s ic a l  f a c i l i t i e s ,  in d iv id u a l  s k i l l s ,  su rp lu s  fu n d s . 
F ind  o p p o r tu n i t ie s  to  u se  raw m a te r ia ls  whose source of 
supp ly  i t  owns
14. Enhance power and p r e s t ig e  o f th e  owner, p r e s id e n t ,  o r  
management ofpthétyom pany
15. P rov ide  an o u t l e t  fo r  f r u s t r a t e d  i n t e r e s t s  o r  excess 
management c a p a c ity
16. Add glamour and g r e a te r  i n t e r e s t  to  th e  company
M ergers and A c q u is i t io n s , pp. 40-41.
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I n  e ssen ce , a f irm  shou ld  t r y  to  I d e n t i f y  i t s  b a s ic  o b je c tiv e s  when 
co n tem p la tin g  m erger a c t i v i t i e s .  O therw ise , th e  company becomes caught 
up in  m erger a c t i v i t y  m erely n o t to  be outdone by o th e r  com panies. In  
o th e r  w ords, the  "dem o n stra tio n  e f f e c t "  o f m erger and a c q u is i t io n  a c t i v i t y  
i s  a p p lic a b le --m e rg in g  fo r  th e  sake o f  m erging r a th e r  than  fo r  th e  
achievem ent o f a c l e a r ly  d e fin ed  c o rp o ra te  o b je c t iv e .  I t  shou ld  be no ted  
th a t  th e  above l i s t  o f  o b je c tiv e s  i s  n o t n e c e s s a r i ly  a l l  in c lu s iv e ,  b u t 
many a reu eK etàp lifie^  ih .^ thè9M rgers  which o ccu rred  d u rin g  1950-65.
Myles Mace and George Montgomery p o in t  o u t th a t  methods used to  
ach iev e  c o rp o ra te  g o a ls  may take v a r io u s  fo rm s. "But one m ethod, which 
more and more managements a re  re c o g n iz in g , i s  th e  p ro cess  o f  acquisition .* '^  
C o rpo ra te  g o a ls  may, in  some in s ta n c e s ,  be o th e r  th a n  grow th. An in v e s t ­
ment banker n o te s  t h a t  companies do no t always c a r e fu l ly  c o n s id e r a l t e r n a ­
t iv e s :  "The main o b je c t iv e  o f grow th th rough a c q u i s i t io n  in  a few cases
O
seems to  be to  p e rm it th e  e x ec u tiv e s  to  f ly  b ig g e r  DC-3s." But in  
g e n e ra l ,  Mace and M ontgomery's reaso n s fo r  th e  a c q u is i t io n  o f  one f irm  
by an o th e r ag ree  w ith  th o se  p re v io u s ly  s ta t e d .
A t t h i s  p o in t ,  having  approached th e  problem  as a fu n c tio n  o f  
th e  management p ro c e s s ,  a g re a te r  in s ig h t  in to  th e  a re a  o f c o n s o lid a ­
t io n s  may be ga ined  by co n s id e rin g  th e  p rim ary  o b je c tiv e s  o f th e  firm  as 
t r a d i t i o n a l l y  s ta t e d  in  economic th e o ry . The p rim ary  m o tiv a tio n  o f  a 
g iven  firm , t h e o r e t i c a l l y ,  i s  th a t  o f p r o f i t  m ax im iza tion . The firm  
s e le c t s  th a t  o u tp u t w hich enab les i t  to  cover th e  c o s t  o f th e  f a c to r s  of
^Myles L. Mace and George G. Montgomery, J r . ,  Management Problem s 
o f C orp o ra te  A c q u is it io n s  (Boston: G raduate School o f B usiness A dm inis­
t r a t i o n ,  H arvard U n iv e rs i ty ,  1962), p . 9.
^Ib id . .  p. 10.
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p ro d u c tio n , in c lu d in g  th e  re tu rn  fo r e n tre p re n e u r ia l  a b i l i t y .  I t  i s  
f u r th e r  assumed th e o r e t i c a l ly  th a t  th e  o b je c tiv e s  o f management a re  
a c c e p ta b le  to  s to c k h o ld e rs . The t r a d i t i o n a l  approach  in  economic th e o ry  
i s  based  upon p ro d u c tio n . Through p ro d u c tio n , th e  firm  p ro v id es  those  
goods which th e  consumer has d isp la y ed  a w ill in g n e s s  to  p u rch ase . S ince 
m ergers w i l l  d e f in i te ly  a f f e c t  p ro d u c tio n , an a n a ly s is  o f th e  p ro d u c tio n  
fu n c tio n  i s  an im p o rtan t th e o re t ic a l  to o l to  be used  to  g a in  a b e t te r  
u n d e rs tan d in g  o f m erger a c t i v i t y .
The P ro d u c tio n  F unction  
The p ro d u c tio n  fu n c tio n  i s  one o f the  b a s ic  te n e ts  o f  m icroecono­
mic th e o ry . S im ply, th e re  is  a fu n c tio n a l r e la t io n s h ip  between in p u ts  
emplpyed and o u tp u t r e a l iz e d ,  in  the  p ro d u c tio n  p ro c e s s .  The r e l a t i o n ­
sh ip  may be ex p ressed  m ath em atica lly :
X = f  (a , b , c , . . . n ) ,
X r e p re s e n ts  th e  q u a n tity  o f goods produced , and a ,  b , . . . a re  the 
f a c to r s  of p ro d u c tio n . T h is y ie ld s  a b a s ic  r e la t io n s h ip  between in p u ts  
and o u tp u ts  which perm eates economic w r itin g s  abo u t th e  b e h a v io ra l 
p a t te r n s  o f  in d iv id u a l  f irm s. There a re  two a s p e c ts  o f t h i s  r e la t io n s h ip  
which shou ld  be n o te d . F i r s t ,  th e re  i s  the  te c h n o lo g ic a l p ro cess  w hich, 
by i t s  very  n a tu re ,  '.enables th e  p roducer to  choose from a number o f 
a l t e r n a t iv e s  when d ec id in g  upon th e  le v e l  o f p ro d u c tio n . Second, s in ce  
te c h n o lo g ic a l f a c e ts  w i l l  p rov ide a s o lu t io n  devo id  o f some fa c to r  
c o s t s ,  the  c o n s id e ra tio n  o f  a l l  f a c to r  c o s ts  as th e  p r in c ip a l  determ in ing
f a c to r  of o u tp u t w i l l  r e s u l t  in  th e  s e le c t io n  o f  those p re c is e  f a c to r s  to
9be used  to  produce th e  d e s ire d  o u tp u t.
^Sidney W ein traub , In te rm ed ia te  P r ic e  Theory (P h ila d e lp h ia : 
C h il to n  Books, 1964), p . 25.
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Theory p ro v id e s  a number o f  to o ls  to  show th is  r e la t io n s h ip ,  i . e . ,  
th e  t o t a l  p h y s ic a l p ro d u c t cu rv e . This curve deno tes th a t  a f irm , in  the 
sh o r t ru n , i s  ab le  to  in c re a se  o u tp u t by adding v a r ia b le  fa c to rs  to  a 
g iven  number of f ix e d  f a c to r s .  Given th e  s c a le  o f  p la n t ,  r e f le c t in g  
th e  f ix e d  f a c to r s  o f  p ro d u c tio n , o u tp u t w i l l  in c re a se  to  a maximum, a 
z e n i th ; i f  a d d i t io n a l  v a r ia b le  f a c to r s  a re  employed, th e re  w i l l  e i th e r  be 
no change in  o u tp u t , o r t o t a l  o u tp u t w i l l  be reduced . In  th e  sh o r t  run  
a f irm  is  l im ite d  by i t s  f ix e d  f a c to r s .  As P ro fe s so r  W. J .  L. Ryan 
p o in ts  o u t, th e  number o f u n its  to  be produced f o r  a g iven  tim e p e r io d  
w i l l  r e f l e c t  th e  o b je c tiv e s  o f  a  f irm . A lso , a f irm  is  faced  w ith  a 
number o f a l t e r n a t iv e s  when i t  fo rm u la tes  i t s  s a le s  p la n . "The d a ta  on
which a f i r m 's  s a le s  p la n  is  based a re  p a r t ly  te c h n ic a l  and p a r t ly
. „10 economic.
T ec h n ica l a s p e c ts  may be dem onstrated  th rough  iso q u an t a n a ly s is .  
I n i t i a l l y ,  an  iso q u an t shows a r e la t io n s h ip  between two o r  more v a r ia b le  
f a c to r s  w hich a re  to  be added to  a g iven  q u a n ti ty  o f fix ed  f a c t o r s . As 
a consequence, th e  e n tre p re n e u r  w i l l  expec t th a t  when a l l  th e se  fa c to rs  
a re  com bined, a number o f p ro d u c tio n  p o s s i b i l i t i e s  w i l l  r e s u l t .  The 
ch o ice , as r e f l e c t e d  by e n tre p re n e u r ia l  d e c is io n s ,  w i l l  th en  y ie ld  the 
d e s ire d  r e s u l t s .  These r e s u l t s  w i l l  be su b je c t to  th e  l im i ts  o f  dim in­
ish in g  r e t u r n s . I t  i s  f u r th e r  assumed th a t ,  g iv en  f ix e d  f a c to r s ,  
c a p a c ity  becomes th e  te c h n ic a l  l i m i t  to  th e  m odel. In  o rd e r to  f in d  the  
b e s t com bination  o f v a r ia b le  f a c to r s ,  c o s ts  must be determ ined by in c o r ­
p o ra tin g  is o c o s t  l in e s  which r e f l e c t  eq u a l ex p en d itu res  anywhere along
10
^Ibid. . Chapter 2 .
W. J .  L. Ryan, P r ic e  Theory (London: M acm illan C o., 1 9 5 8 ),p. 48
11.
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th e se  l i n e s .  Having dec ided  upon th e  ex p en d itu re  fo r  v a r ia b le  f a c to r s ,  
th e  e n tre p re n e u r , b e in g  a p r o f i t  m axim izer, w i l l  produce where a g iven  
is o c o s t  l in e  i s  ta n g e n t to  an  is o q u a n t .  The p o in t “o f tangency  w i l l  y ie ld  
th e  g r e a te s t  ou tp u t f o r  the g iv en  e x p e n d itu re s , o r the  low est c o s t  p e r 
u n i t  to  produce th a t  g iv en  o u tp u t .
F igu re  5 shows th e  r e l a t io n s h ip  between a g iven  iso q u a n t and a 
g iven  is o c o s t  l in e .  For exam ple, is o c o s t  l in e  E /P^ - E/Py i s  ta n g e n t to  
an  iso q u an t a t  p o in t A. The s ig n if ic a n c e  o f th i s  p o in t i s  th a t  i t  r e f lesta  
th e  g r e a te s t  ou tp u t f o r  th e  v a r ia b le  ex p en d itu re  E. S ta te d  d i f f e r e n t ly ,  
i t  means th a t  a t  A, th e  e n tre p re n e u r  w i l l  e i th e r  maximize o u tp u t ,  g iven  
ex p en d itu re  E , or m inim ize th e  p e r  u n i t  c o s t ,  g iven  e x p en d itu re  E . I t  
can be no ted  th a t  p o in ts  J ,  A, and B f a l l  on the  same iso q u a n t ,  in d ic a t in g  
th a t  th e  v a r io u s  com binations o f  X and Y a t  th e se  p o in ts  w i l l  y ie ld  the  
same o u tp u t. From p u re ly  a te c h n ic a l  s ta n d p o in t, th e re  would be l i t t l e  
j u s t i f i c a t i o n  fo r  s e le c t in g  any p a r t i c u l a r  one o f  th e se  com binations 
over any o th e r  com bination p ro v id e d  th i s  was the  d e s ire d  le v e l  o f  o u tp u t. 
However, a p ro d u c tio n  p la n  i s  o n ly  p a r t i a l l y  te c h n ic a l .  W ith th e  i n t r o ­
d u c tio n  of c o s t ,  p o in t  A i s  c l e a r ly  th e  b e s t  com bination o f  f a c to r s  X and 
Y. This may be f u r th e r  seen  by c o n s id e r in g  p o in ts  J  and B w hich, though 
f a l l in g  on th e  same iso q u a n t, would n e c e s s i ta te  th e  a l lo c a t io n  o f  in c re a sed  
ex p en d itu res  to  pu rchase  th e  v a r io u s  com bination  o f in p u t s . To reach  
p o in ts  J  and B, the  is o c o s t  l in e  would have to  s h i f t  to  th e  r i g h t .  Out­
p u t rem ains c o n s ta n t ,  b u t e x p e n d itu re s  have in c re a se d , a non -o p tim al 
s o lu tio n .
There a re  two o th e r a s p e c ts  o f  p ro d u c t in d if f e re n c e  cu rves which 
should be m entioned . F i r s t ,  a b r i e f  e x p la n a tio n  of r id g e  l i n e s :  r id g e
l in e s  se rv e  as  te c h n ic a l bou n d arie s  fo r  th e  v a rio u s  com binations o f in p u ts
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X and Y. A t p o in ts  L, F , D, B, and C fo r  exam ple, th e  m arg ina l ra te  of 
te c h n ic a l  s u b s t i tu t io n ,  MKTS, becomes z e ro . A s u b s t i tu t io n  o f X for Y 
a t  th e se  p o in ts  would mean a s h i f t  to  a lower is o q u a n t. Furtherm ore, 
th e  iso q u an t tak es  on a p o s i t iv e  s lope beyond th e se  p o in t s ,  r e f le c t in g  
t h a t  i f  th e  same le v e l  o f o u tp u t i s  to  be m a in ta in e d , a d d i t io n a l  u n its  o f  
b o th  v a r ia b le  f a c to r s  a re  needed. O bviously , th i s  adds to  the cost o f 
p ro d u c tio n  w ith o u t addifig to  o u tp u t le v e l s .  C onsequen tly , r id g e  lin e s  
s e rv e  as th e  te c h n ic a l  boundaries w ith in  which th e  e n tre p re n e u r  should 
s ta y .  Second, th e  expansion  p a th  should be m entioned . The expansion 
p a th  may be s u c c in c t ly  d e sc r ib e d  as the  op tim al o u tp u t le v e ls  fo r  the 
com bination  o f  in p u ts  X and Y, g iven  th e  p r ic e s  o f  th e se  two f a c to r s .  
T h e re fo re , th e  e n tre p re n e u r ,  once having decided  upon th e  o u tp u t, needs 
Only to  determ ine w hat com binations o f X and Y w i l l  be n e c e ssa ry  to  reac h  
th e  p o in t o f in te r s e c t io n  o f  th e  expansion  p a th  w ith  th e  s e le c te d  o u tp u t, 
as shown by th e  a p p ro p r ia te  iso q u a n t.
D eterm ination  o f  O utput 
In  o rd e r to  determ ine the  b e s t o u tp u t o f  a g iven  firm  under th e  
p r o f i t  m axim ization c o n s t r a in t .  Rule I  i s  a p p lie d . Rule I  b r i e f l y  s t a t e s  
t h a t  a firm  shou ld  produce where m arg inal c o s t is  eq u a l to  m arginal 
revenue . A t th i s  p o in t ,  th e  firm  w il l  e i th e r  maximize p r o f i t s  or m ini­
m ize lo s s e s .  The l a t t e r  i s  a p p lic a b le  on ly  in  th e  s h o r t ru n . The form er 
i s  a p p l ic a b le  in  b o th  the s h o r t  and long ru n . However, Rule I  does n o t 
o f  i t s e i f  r e v e a l a p r o f i t  o r  lo s s  s i tu a t io n .  In  o rd e r  to  determ ine 
p r o f i t s  o r lo s s e s ,  a t t e n t i o n  m ust be d ir e c te d  to  Rule I I ,  the r e l a t io n ­
sh ip  between average c o s t and average revenue. I f  AR = AC a t  th e  d e s ire d  
o u tp u t, then  the f irm  i s  o p e ra tin g  a t  th e  b reak-even  p o in t .  Such a
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r e la t io n s h ip  is  f u r th e r  c h a ra c te r iz e d  fo r  the  firm  as  one in  which normal
re tu rn s  o r  norm al p r o f i t s  a re  b e in g  r e a l iz e d .  On th e  o th e r  hand, i f
o u tp u t i s  c h a ra c te r iz e d  by AC>AR, u su a lly  a s h o r t  run  phenomenon, the
firm  i s  s a id  to  be ex p erien c in g  economic lo s s e s .  Should the  firm  fin d
i t s e l f  in  a p o s i t io n  where AR>AC, economic p r o f i t s  would be re a l iz e d .
I t  i s  th i s  l a s t  s i t u a t io n  to  which George S t ig l e r  r e f e r s  to  as one o f  the
purposes of m erg e rs . Mergers a re  o f te n  undertaken  to  ach ieve a monopo-
12l i s t i c  p o s i t io n  w ith in  th e  in d u s try .  The assum ption i s  t h a t  i f  a firm  
can ach ieve  such a p o s i t io n ,  th e  chances o f  r e a l iz in g  an economic p r o f i t  
a re  enhanced.
A t th i s  p o in t  th e  concern i s  w ith  the  s c a le  o f o p e ra tio n s  fo r  a 
given  firm . T r a d i t io n a l ly ,  s c a le  r e f e r s  to  th e  p ro d u c tio n  p o s s i b i l i t i e s  
fu n c tio n  which was d isc u sse d  e a r l i e r .  Growth i s  o f te n  r e f le c te d  by 
g r e a te r  s c a le  o f  p la n t .  As a f irm  grows i t  w i l l  become in c re a s in g ly  
s p e c ia l iz e d  w hich, h o p e fu lly , w i l l  lead  to  economies o f p ro d u c tio n .
"Looking more c lo s e ly  a t  th e  economies a r i s in g  from an in c re a se  in  the 
s c a le  of p ro d u c tio n  of any k in d  o f goods, we found th a t  they  f e l l  in to  
two c la s s e s - - th o s e  dependent on th e  g en e ra l development o f  the  in d u s try , 
and tho se  dependent on th e  re so u rc e s  o f the  in d iv id u a l houses o f b u s i­
ness engaged in  i t  and th e  e f f ic ie n c y  o f  th e i r  management; th a t  i s ,  
in to  e x te r n a l  and in t e r n a l  e c o n o m i e s A n  a ttem p t to  r e a l i z e  th e se  
economies i s  one o f  the  reaso n s  c i te d  in  supp o rt o f m ergers.
12George J .  S t i g l e r ,  The Theory o f  P r ic e  (3 rd  e d .;  New York: 
M acmillan Company, 1966), pp. 230-238.
^^A lfred  M a rsh a ll, P r in c ip le s  o f  Econom ics, V ol. I . ,  T ex t, w ith  
a n n o ta tio n s  by C. W. G u illebaud  (9 th  e d .;  London: M acm illan and C o ., L td .,
1961), p . 314.
96
E conom ic:theory  s t a t e s  th a t  in  th e  long run  a g iven  firm  may be 
faced  w ith  in c re a s in g ,  c o n s ta n t ,  o r d e c re a s in g  r e tu r n s .  Whichever s i t u a ­
t io n  i s  en coun tered  w i l l  be s ig n i f i c a n t  in  terms o f  p r ic e s  to  be charged 
and p r o f i t s ,  e i t h e r  economic o r norm al, w hich w il l  be r e a l iz e d .  F i r s t ,  
i f  a f irm  has c o n s ta n t r e tu rn s  to  s c a le ,  i t  w i l l  e x p e rie n c e , over th e  
long ru n , ap p ro x im ate ly  th e  same minimum average c o s t  as th e  s c a le  o f 
p ro d u c tio n  in c re a s e s ,  a llo w in g  th e  p r ic e  to  rem ain c o n s ta n t . Second, 
d ec re as in g  c o s ts  w i l l  r e s u l t  in  a d im in ish in g  minimum p e r u n it  c o s t .  
M oreover, assum ing e n try  is  p o s s ib le ,  the  p r ic e  o f th e  p ro d u c t w i l l  tend  
to  f a l l  over a p e r io d  o f tim e . L a s t ly ,  th e  firm , w hich i s  faced  w ith  
in c re a s in g  c o s ts  such as  a p e r io d  o f  i n f l a t i o n  p ro d u ces , w i l l  f in d  th a t  
as the  s c a le  o f  p la n t  in c re a s e s ;  in t e r n a l  economies w i l l  be overcome by 
g r e a te r  in t e r n a l  diseconom ies to  s c a le .  The firm  w i l l , i i n  o rd e r  to  
m a in ta in  norm al r e tu r n s ,  be face d  w ith  th e  need to  r a i s e  th e  p r ic e  o f 
i t s  p ro d u c t in  o rd e r to  cover th e se  in c re a se d  c o s ts .  Over the  l a s t  few 
y e a rs ,  th e  g e n e ra l le v e l  o f i n d u s t r i a l  p r ic e s  has in c re a s e d . T his upward 
s p i r a l  r e f l e c t s  th e  in c re a se d  c o s t  o f  p ro d u c tio n , a p p a re n tly  echoing 
th e  phenomenon o f  c o s t-p u sh  i n f l a t i o n .
A c q u is i t io n s .  The Modus O perandi. F or Growth 
A ll  companies fo rm u la te  an  o p e ra tin g  p la n , p a r t  o f which i s  the  
p ro v is io n  fo r  grow th. The p aper and a l l i e d  p ro d u c ts  in d u s try  has been 
faced  w ith  an in c re a s in g  demand fo r  i t s  p ro d u c ts , w hich s t r e s s e s  th e  
need f o r  p ro v is io n s  to  keep p ace . The ch o ice  of expanding i t s  c a p a c ity  
may be ach iev ed  by a number o f  a c c e p ta b le  te c h n iq u e s : in te r n a l  onr’
e x te rn a l  expan sio n —j o i n t  v e n tu re s ,  m ergers o r a c q u i s i t io n s .  F u r th e r , 
i t  i s  assumed f o r  th e  purpose  o f t h i s  a n a ly s is  th a t  in te r n a l  growth w i l l
97
be c o in c id e n ta l  w ith  o th e r  te c h n iq u e s . I n te r n a l  grow th i s  dependent 
upon the  amount o f funds a l lo c a te d  by the  f irm  f o r  c a p i t a l  improvements 
which i s  in c lu d ed  in  a ty p ic a l  o p e ra t io n a l  p la n . H ere th e  a n a ly s is  i s  
n o t concerned d i r e c t l y  w ith  i n t e r n a l  grow th, b u t r a th e r  w ith  th o se  fa c to rs  
upon which management bases  i t s  d e c is io n s  fo r  a c q u ir in g  a n o th e r  f irm .
In  o th e r  w ords, how a r e  m ergers u t i l i z e d  in  o rd e r to  r e a l i z e  a f i r m 's  
o p e ra t io n a l p la n ?
a .  D em onstration  E f fe c t:
Edward McSweeney, a  management c o n s u l ta n t ,  when d is c u s s in g  th e  
m erger e r a  o f  th e  1950's ,  w ro te : "Only tim e w i l l  t e l l  w hether th e  c u rre n t
wave of m ergers and a c q u is i t io n s  has been b u i l t  on a f irm  fo u n d a tio n  or 
on p o l i t i c a l  q u i c k s a n d . H e  b eg in s  h is  a n a ly s is  by n o tin g  th a t  in  a 
r e c e n t is s u e  o f The B usiness R ecord , " fo u r pages o f  sm all type were 
re q u ire d  to  l i s t  m ergers and a c q u is i t io n s  re p o r te d  in  a 30-day p e r io d .
And e x p e rts  e s tim a te  t h a t ,  due to  SEC re g u la t io n s  and c lo s e ly  h e ld  
b u s in e s s e s ,  le s s  than  50 p e rc e n t a r e  a c tu a l ly  re p o r te d  to  th e  p u b lic .
To g ive  su p p o rt to  th e  p r o l i f e r a t i o n  o f m erger a c t i v i t y ,  McSweeney c i te s  
"an ab rid g e d  l i s t  o f  com panies engaged w holly  o r to  a s u b s ta n t i a l  e x te n t 
in  th e  paper in d u s tr y ,  s to c k s  o f w hich a re  p u b lic ly  h e ld , which have 
a c q u ire d  o th e r companies by p u rch ase  o r m erger s in c e  1953."^^ For the  
p e r io d  1953-1958 he shows where 68 d i f f e r e n t  companies a c q u ire d  159 
com panies. To th i s  l i s t  he adds a supplem ent fo r  th e  p e r io d  1958-1960, 
a p e r io d  in  w hich 91 d i f f e r e n t  companies a c q u ire d  ap p ro x im ate ly  170
^^Edward McSweeney, "Urge to  Merge: S to ry  o f  5 0 ' s , "  Pulp and
P a p e r . Ju n e , 1960, p . 75.
l^ I b i d . . p . 74. 
l * Ib id . . p . 75.
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com panies. In c luded  in  the  t o t a l s  a re  those  companies n o t on ly  a cq u ir in g  
o th e r  com panies, b u t in  a number o f c a se s , th e se  conq>anies found them b:1 
se lv e s  be ing  acq u ired  by someone e ls e  a t  a l a t e r  d a te .^ ^  I t  would appear 
th a t  based upon th e  sh ee r volume o f  m ergers and a c q u is i t io n s  which have 
tak en  p la c e  w ith in  the  in d u s try  du ring  the  p a s t  decade o r  so a "demon­
s t r a t i o n  e f f e c t "  i s  a p p a re n tly  one o f th e  m o tiv a tin g  f a c to r s  u n derly ing  
m erger a c t i v i t y ,
b . I n te g ra t io n
The in d u s try  has been c h a ra c te r iz e d  by th e  term  " in te g ra te d  
pap er company." How does th e  term  apply? A p aper company p ro cesses  
t r e e s  in to  pap er which is  so ld  to  co n v erte rs  w hich, in  tu r n ,  co n v ert 
th e  paper in to  v a rio u s  p ro d u c t l in e s  which the  u lt im a te  consumer d e s i r e s .  
These p ro d u c ts  a re  so ld  to  w h o le sa le rs  o r d i s t r i b u to r s ,  and th e  l a t t e r  
p ro v id es  th e  paper m erchants w ith  th e  p ro d u c ts . I t  i s  th e  m erchant who 
p ro v id es  th e  r e t a i l e r s  w ith  the  p ro d u c ts  produced by th e  in d u s try .  I n te ­
g ra t io n  means to  c o n tro l  the  s e v e ra l  s te p s  between th e  p ap er p roducer 
and the  p ap er m erchant who s e l l s  th e se  p ro d u c ts .
C onsider th e  case  o f th e  West V irg in ia  Pulp and P aper Company. 
"Whereas we were s e rv ic in g  only  a few hundred custom ers 15 y e a rs  ago, 
our custom er l i s t  today runs to  more than  11,000. Whereas 15 y ea rs  ago 
our s a le s  and s e rv ic e  departm ents numbered le s s  th an  50 em ployees, today 
th e se  departm ents c o n s is t  of n e a r ly  800 employees."^® These s ta tem en ts  
r e f l e c t  th e  ev e r expanding ro le  ta k in g  p la ce  w ith in  th e  company as i t  
moves in  b o th  h o r iz o n ta l  and v e r t i c a l  d i r e c t io n s .  However, West V irg in ia
l ^ I b id . . pp . 75-78 .
^®Annual R eport: 1959. West V irg in ia  Pulp and P aper Company, p . 28.
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adds "Growth fo r  g ro w th 's  sake w i l l  be a v o i d e d . N e v e r t h e l e s s ,  p a r ­
t i a l l y  due to  m ergers, th e  company has found i t s e l f  becoming more in ­
volved  in  d i r e c t  consumer s a le s ,
c. D iv e r s i f ic a t io n
D iv e r s i f ic a t io n  i s  a c a tc h a l l  term  which i s  o f te n  a p p lie d  to 
merger a c t i v i t i e s ;  y e t ,  i t s  meaning i s  as v a r ie d  as th e  m ergers and 
a c q u is i t io n s  to  which i t  i s  a p p lie d . The term  may be framed in  a 
s e t  of d e f in i t io n s  t h a t  M ichael G ort developed in  h is  Study fo r  the 
N a tio n a l Bureau o f  Economic R esearch in  w hich he d e fin e d  h is  concept of 
d iv e rs  i f i c a t i o n :
D iv e r s i f ic a t io n  may be d e fin e d  as an in c re a s e  in  th e  h e te ro g e n e ity  
o f  m arkets se rv ed  by an in d iv id u a l f irm . H e te ro g e n e ity  o f  produc­
t io n  is  d i s t i n c t  from d iv e r s i f i c a t io n  i f  i t  in v o lv es  m inor d if f e r e n ­
ces o f  e s s e n t i a l l y  th e  same p ro d u c t, or i f  i t  ta k es  th e  form of 
v e r t i c a l  in te g ra tio n .^ ®
G o r t 's  d e f in i t io n  n o te s  th a t  d iv e r s i f i c a t io n  i s  r e l a t e d  to  m arkets 
served  by an in d iv id u a l  f irm .
An example o f  p ro d u c t e x te n s io n , o r  g r e a te r  p ro d u c t h e te ro g en e ity , 
may be seen th rough  th e  term s of th e  agreem ent to  m erger between The 
Mead C o rp o ra tio n  and th e  d i r e c to r s  o f  W estab, I n c . ,  th e  l a t t e r  becoming 
a w holly  owned s u b s id ia ry  o f  Mead. "The move adds a fo u r th  m ajor a rea  
of s e rv ic e  fo r  Mead w ith  m arkets in  ed u ca tio n , b u s in e s s ,  and communica­
t io n s .  Mead P re s id e n t G. H. P r in g le  s a id  when th e  p la n  was announced, 
'With W estab 's  f a m i l i a r i ty  and ex p erien ce  in  s e rv in g  th e  im portan t 
m arket combined w ith  M ead's te c h n ic a l  know how, we can make a con tribu tion
t 9%bid.
20M ichael G o rt, D iv e r s i f ic a t io n  and I n te g r a t io n  in  American 
In d u s try . A Study by th e  N a tio n a l Bureau o f  Economic R esearch , P rin ce to n  
U n iv e rs ity  P ress  (P r in c e to n , 1962), p .  8.
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2lto  the  f i e l d  o f e d u c a tio n  th a t  n e i th e r  company c o u ld  make s e p a r a t e ly . '"
School su p p lie s  accoun t fo r  th e  b u lk  o f  W estab 's s a le s .  However, th e
raw m a te r ia ls  used by W estab have been purchased  from o u ts id e  s u p p l i e r s ,
h a l f  o f which a re  covered  by lo n g -te rm  c o n tra c ts  w ith  such  companies as
22Champion and Crown Z e lle rb a c h . The m erger, th e re b y , has c re a te d  a
new a re a  around w hich Mead can p la n  new u n its  as w e ll as p ro v id e  th e
nucleus from which th e  p a re n t  company can s e rv ic e  th e  e d u c a tio n a l scen e .
The a d d i t io n  o f  Westab complements o th e r  p roduct a re a s  handled  by Mead.
For exam ple, t h e i r  S a rg en t A rt D iv is io n  p ro v id es  a broad range o f  a r t
s u p p lie s —cray o n s , o i l  p a i n t s ,  w a te r  c o lo rs ,  c h a lk , e t c . - - t o  augment
23the  company's l in e  o f  a r t  p a p e rs . O bviously, th e re  appears  to  be an 
ever expanding m arket in  th e  grow ing f i e l d  o f  e d u c a tio n . Mead, w hich has 
e x c e lle n t  m erchant f a c i l i t i e s ,  h a s .g a in e d  g r e a te r  p ro d u c t h e te ro g e n e ity  
by a c q u ir in g  Westab w hich had , a t  th e  time o f  m erg e r, e s ta b l is h e d  a 
nationw ide m arket f o r  i t s  p ro d u c ts .
The im pact upon S c o t t 's  p ro d u c t l in e s  th ro u g h  i t s  a c q u is i t io n  o f  
the  Soundview Pulp and P ap er C o ., th e  D e tro it  S u lp h ite  Pulp  and P aper C o., 
and H o llin g sw o rth  and W hitney Co. was s ig n i f i c a n t .  Thomas B. McCabe, 
the  P re s id e n t  of S o o tt P ap e r Company, in  d is c u s s in g  th e se  m ergers w ro te : 
"The re c e n t a d d i t io n s  o f  p la n ts  and tim berlands re p re s e n te d  th e  e x te n s io n  
of a m ajor p la n  t h a t  had i t s  f i r s t  im portan t s tim u lu s  in  1951 th ro u g h  the  
a c q u is i t io n  o f  Soundview Pulp  Company's pu lp  m i l l . . .  . th e  s i t e  was id e a l 
c o n s tru c tio n  o f a pap er m i l l  which is  now o p e ra tin g  w ith  fo u r modern
O 1
D rexel H arrim an R ip le y , o p . c i t . . p . 22.
Z^ I b id .
^^Annual R eport: 1966. The Mead C o rp o ra tio n , p . 17.
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p ap er m a c h i n e s . "^4 T h e  u n d e rly in g  m o tiv a tio n  fo r  S c o t t 's  p la n  fo r 
p ro d u c t in te g r a t io n  was: "For b e t t e r  c o n tro l  o f c o s t s ,  improved custom er
s e rv ic e s  and more e f f i c i e n t  o p e ra t io n s . . and "The s t r a t e g i c  lo c a t io n s  
o f  th e  newly added p la n ts  p ro v id e  th e  o p p o rtu n ity  n o t on ly  fo r im proving 
th e  e f f ic ie n c y  o f  the Company's o p e ra tio n s  b u t fo r  i t s  f u r th e r  developm ent 
and growth."25 S c o t t ,  th rough  i t s  a c q u is i t io n  o f th e  D e t r o i t  S u lp h ite  
Pulp and Paper Company, ga ined  en tra n ce  in to  an o th e r  new p ro d u c t a r e a .  In  
th i s  c a s e ,  i t  n o t on ly  g a in ed  a d d i t io n a l  pu lp  and p ap er f a c i l i t i e s ,  b u t 
more im p o r ta n t ly ,  i t  now became a p roducer o f  wax p a p e r , a p ro d u c t l in e  
in  which i t  had no p rev io u s  p ro d u c tio n  c a p a b i l i t i e s .
Though n o t w ith in  th e  scope o f  t h i s  s tu d y , a r e c e n t  merger a g re e ­
ment betw een S c o tt  and th e  S . D. Warren C o ., a maker o f h ig h  grade 
s p e c ia l ty  c o s te d  p a p e rs , i s  a good example o f p ro d u c t h e te ro g e n e ity .  " I t  
was n o t  so much W arren 's  s iz e  th a t  made th e  m erger no tew orthy . . . R a th e r, 
i t  was th e  s t r a t e g i c  im p lic a t io n  o f  S c o t t 's  e n try  in to  a  paper a re a  th a t  
i t  had so f a r  s tu d io u s ly  a v o id e d ."2^ F urtherm ore , the  p re s id e n t  o f  S c o t t ,  
n o tin g  th a t  even though th e  company's s a le s  were in c re a s in g  a t  5 p e rc e n t 
each y e a r ,  th e se  s a le s  were being  s e r io u s ly  ch a llen g ed  by th e  a g g re s s iv e  
en tra n c e  o f P r o c te r  and Gamble and G e o rg ia -P a c if ic  in to  the t i s s u e  m arke t, 
S c o t t 's  t r a d i t i o n a l l y  s tro n g  m arket a re a . "The Warren a c q u is i t io n  marks 
a m ajo r move fo r  S c o t t  in to  a f a s t  growing segment o f th e  h ig h -q u a l i ty
p r in t in g -p a p e r  b u s in e s s .  . . which p ro v id e  about 80% o f W arren 's  t o t a l  
27
s a l e s . "  The s ig n if ic a n c e  i s ,  acco rd ing  to  F o rb e s . t h a t  S c o tt has ceased
24Annual R eport: 1955. The S c o tt  P aper Company, p . 2.
25 l b i d .
^^"L osing I t s  P u r i t y . "  F o rb e s . A p r i l  1, 1967, p .  35.
Z ^ Ib id .
102
to  be one o f  the l a s t  t r u e  s p e c i a l i s t s  in  American in d u s try .  S c o tt ,  
f in d in g  i t s  t r a d i t i o n a l  t e r r i t o r i e s  invaded , moved in to  o th e r  p roduct 
a rea s  in  o rd e r  to  p re s e rv e  i t s  c o rp o ra te  p r o f i t s - - t h e  y a rd s t ic k  by which 
su c c e s s fu l management i s  judged . An u n d erly in g  m o tiv a tio n  fo r  m ergers 
becomes a p p a re n t—s e l f - p r e s e r v a t io n .  S c o t t ,  by rem ain ing  r e l a t i v e ly  
s p e c ia l iz e d ,  was faced  w ith  a cho ice  o f  e i th e r  a p r ic e  war to  r e ta in  i t s  
e x is t in g  m a rk e ts , o r  d iv e r s i f i c a t io n  in to  o th e r  a r e a s .  I t  ap p ea rs , how­
ev e r, th a t  th e  l a t t e r  a f fo rd e d  th e  company more l a t i t u d e  in  i t s  m arketing 
d e c is io n s .
S t .  R eg is, one o f  th e  most a c t iv e  a c q u i s i to r s ,  has enhanced i t s  
p ro d u c t d e n s ity  by means o f  c o n s o lid a tio n . Through th e  e a r ly  1950's ,  the 
company was p r im a r i ly  engaged in  th e  m anufacture o f  p a p e r , m u lti-w a ll  
b ag s , and lam in a ted  p l a s t i c s .  "Today, S t .  Regis i s  one of the  most d iv e r ­
s i f i e d  packaging  p rod u cers  in  th e  w orld . . . i t  has 76 c o n v e rtin g  p la n ts  
making c o rru g a te d  b o x e s , fo ld in g  c a r to n s ,  m u lti-w a ll  b ag s , p l a s t i c  bags, 
f l e x ib le  p ack ag in g , en v e lo p es , gummed ta p e , r e in fo rc e d  p a p e rs , p ro te c t iv e  
p a p e rs , s p e c ia l ty  co a ted  p a p e rs ,  paper p la te w a re , schoo l s u p p lie s , and a 
v a r ie ty  o f  s p e c ia l  packag ing  m a te r ia ls .  . . E n try  in to  th e  m anufacture 
of a l l  th e se  co n v erted  p ro d u c ts  gave th e  company a new s t a b i l i t y ,  n e u t r a l ­
iz in g  ad v erse  e f f e c t s  o f c y c l ic a l  swings in  in d iv id u a l  m arkets."^®  In  
a d d i t io n ,  grow th in  c o n v e rtin g  has le a d  to  f u r th e r  in te g r a t io n  o f th e  
m an ufac tu ring  p ro c e ss ; th e  company p ro v id es  th e  s t a r t i n g  m a te r ia ls  as 
w e ll a s  th o se  needed to  p ro v id e  th e  f i n a l  p ro d u c t, add ing  v a lu e  th rough­
out th e  p ro c e s s . An im p o rtan t f a c e t  o f th i s  grow th i s  d i r e c t l y  a t t r i b u t ­
ab le  to  th e  numerous a c q u is i t io n s  which th e  company has com pleted over th e  
l a s t  decade and a  h a l f .
^^Annual R eport; 1965. S t .  Regis Paper C o ., p . 17.
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The m erger o f S t .  Regis w ith  th e  American S i s a lk r a f t  C o rp o ra tio n
i s  a  good example of how a company in c re a se d  i t s  p ro d u c t d iv e r s i f i c a t i o n .
The p r in c ip a l  p ro d u c ts  o f the new a d d itio n  a re  re in fo rc e d  k r a f t  p aper
c o n s is t in g  o f  s h e e ts  of k r a f t  p ap e r bonded to g e th e r  by a s p h a l t  o r a
n o n -s ta in in g  ad h e s iv e , w ith  f ib e r s  of s i s a l  o r g la ss  embedded in  th e
bonding m a te r ia l  fo r  re in fo rc e m e n t. "A prom ising  new developm ent o f th i s
d iv is io n  i s  P vro -K ure . a  perm anent and n o n -co rro s iv e  adhesive  t h a t  im parts
29flam ep ro o fin g  p r o p e r t i e s  to  b a r r i e r  p a p e r s ."  The im portance o f the  
m erger to  S t .  Regis i s  t h a t  i t  n o t only  added d iv e r s i f i c a t io n  to  the  
dom estic m arket b u t ex tended  a s  w e ll the  company's scope in  i t s  i n t e r ­
n a t io n a l  o p e ra t io n s .  A s im ila r  m erger was com pleted in  the  same y ea r 
when S t. R egis a c q u ire d  Howard Paper M il l s ,  In c . th rough  an exchange of 
s to c k . The p r in c ip a l  p ro d u c ts  o f Howard a re  p r in t in g  and f in e  b u s in ess  
p a p e rs , o f f s e t ,  envelope and map p a p e rs . Howard, a t  th e  tim e o f  m erger, 
had begun to  m anufacture check base s to c k  adap ted  to  th e  s p e c ia l  r e q u ir e ­
m ents of au tom ated  check s o r t in g  in  b a n k s . T h e  m erger added an o th e r 
im p o rtan t c o n v e r te r  as w e ll as adding d ep th  to  i t s  p ro d u c t l i n e .  Other 
examples o f how S t .  R egis f u r th e r  d iv e r s i f i e d  i t s  a c t i v i t i e s ,  e s p e c ia l ly  
in  co n v erted  p ro d u c ts , w ere th e  a c q u is i t io n s  o f th e  P o llo c k  P aper Company 
and th e  G eneral C o n ta in e r C o rp o ra tio n  in  1955. A t the  same tim e S t .
Regis had com pleted n e g o t ia t io n s  fo r  th re e  o th e r  com panies--The A jax  Box 
Company, the  Gummed P ro d u c ts  Company, and The C h este r P ackaging  P ro d u c ts  
C o rp o ra tio n . The combined s a le s  o f  th e  f iv e  companies would, a t  th e  time 
o f  t h e i r  a c q u i s i t i o n ,  add in  th e  neighborhood o f  $60 m i l l io n  to  th e  annual
^^Annual R eport; 1960. S t .  Regis Paper C o ., p . 18.
30l b i d . .  p . 11.
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s a le s  o f th e  p a re n t company. A few of th e  p ro d u c ts  th e  companies p ro ­
duced a re ;  c o rru g a te d  f ib e r  boxes, c o rru g a te d  and embossed wrapping and 
d isp la y  m a te r ia ls ,  box ta p e , k r a f t  s e a lin g  ta p e , p r in t in g  p a p e rs , and 
bread  w rap p ers . The P o llo c k  P aper C o rp o ra tio n  d e r iv e s  th e  m ajor p a r t  of 
i t s  b u s in ess  from waxed paper p ro d u c ts , namely b read  w rappers. The 
conpany a l s o  has a p ap er m i l l ,  a r e s e a rc h  la b o ra to ry ,  and a sp e c ia l
m achinery m an u fac tu rin g  shop. In  a d d i t io n ,  i t  conducts a s u b s ta n t ia l
31paper d i s t r i b u t in g  b u s in e ss  in  th e  S outhw est. O v e ra ll ,  i t  becomes 
ap p aren t t h a t  th e  a c q u i s i t io n  ro u te  w hich S t .  R egis pu rsu ed  enabled i t  
to  add g r e a te r  p ro d u c t h e te ro g e n e ity .  " S t .  Regis has more than doubled 
in  s iz e  s in c e  1954 when i t  undertook  a m ajor expansion  and d iv e r s i f i c a ­
t io n  program  aimed a t  b roaden ing  i t s  p ro d u c t b a se . . . The ra p id  growth 
which has been  b ro u g h t abo u t th rough  a c q u i s i t io n  o f  o th e r  com panies. . . 
has r e s u l te d  in  f u l l e r  in te g r a t io n  o f  b o th  p ro d u c tio n  and m arketing  opera­
t io n s ." ^ ^
The grow th o f  K im berly -C lark  has somewhat p a r a l le l e d  th a t  o f  S t .  
R eg is. K im berly -C lark  a l s o  ex p erien ced  i t s  g r e a t e s t  expansion d u rin g  the 
1950's  w ith  a c q u i s i t io n s  p la y in g  an im p o rtan t r o l e .  I t  began i t s  a c q u is i ­
t io n  program  in  1951 by a c q u ir in g  th e  M unising Paper Company, m akers of 
33s p e c ia l ty  p a p e rs . S ince  th a t  tim e , i t  has merged w ith  th e  In te rn a t io n a l  
C e llu c o tto n  P ro d u c ts  Company, which has become th e  m ark e te r of th e  
company's consumer p ro d u c ts ;  th e  P e te r  J .  S chw eitzer Company, th e  w o rld 's
^^Annual R eport: 1955. S t .  R egis Paper C o ., pp . 8-11.
32S t .  Regis P aper Company, S t .  R egis in  B r i e f . New York, 1964. 
(M imeographed.)
^^K im berly -C lark  C o rp o ra tio n , A B r ie f  H is to ry  (Neenah: K im berly-
C la rk  C o rp o ra tio n , 1966), p . 4 .
105
le ad in g  p ro d u cer o f p re c is io n  th in  p a p e rs ; and th e  p ap e r w h o lesa ling  
firm  o f  B la k e r, M o ff it and Toivne, adding n o t  o n ly  d iv e r s i f i c a t io n  to  th e  
p a re n t company's p ro d u c t l i n e ,  b u t p ro v id in g  e n tra n c e  in to  a new m arket 
a re a —th e  w este rn  s t a t e s .  L a te r ,  the  American Envelope Company and the  
Neenah Paper Company, a c o tto n  f ib e r  b u s in e ss  paper producer were 
a c q u i r e d . T h e  sum t o t a l  o f th e  new a d d i t io n s  to  th e  co rp o ra te  s t r u c ­
tu r e  has p lay ed  a m ajor ro le  in  h e lp in g  K im berly -C lark  become one o f the 
m ost d iv e r s i f i e d  m an u fac tu re rs  o f  pap er and f o r e s t  p ro d u c ts .
A t one tim e th e  Union Bag-Camp Paper Company, Union-Camp, was 
b a s ic a l ly  a bag and p aper company. Today i t  m arkets a d iv e r s i ty  of 
f o r e s t  and paper p ro d u c ts . Here ag a in  m ergers p la y ed  a s ig n i f i c a n t  r o le  
in  the  change. In  f a c t ,  the  Union-Camp C o rp o ra tio n  was the  r e s u l t  o f a 
1956 m erger between Union Bag and P aper C o rp o ra tio n  and th e  Camp Manu­
fa c tu r in g  Company. The l a t t e r  began a s  a lumber m anufac tu rer and d id  n o t 
e n te r  th e  paper p ro d u c ts  f i e l d  u n t i l  1936. The com bination was q u ite  a 
n a tu ra l  c o n s o l id a t io n ,  w ith  Camp p ro v id in g  bhealiakkgrèaii4ein i'fo faestry  and 
f o r e s t  p ro d u c ts  and Union Bag p ro v id in g  broad  knowledge o f  th e  p ap er 
p ro d u c ts  f i e l d .  M oreover, Union was n o t  w ith o u t e x te n s iv e  land ho ld ings
a t  the tim e of th e  m erger. In  f a c t ,  i n  1955 th e  company had n e a r ly  one 
35m il l io n  a c r e s .  Four years  a f t e r  th e  m erger, Union-Camp fu r th e r  
broadened i t s  p ro d u c t l in e  by a c q u ir in g  th e  R iv e r R a is in  Paper Company 
which p roduces s o l id  f ib r e  board  and s p e c ia l ty  c o rru g a te d  boxes and now 
o p e ra te s  a s  a s e p a ra te  d iv i s io n .  "T his a c q u i s i t i o n  added to  ou r
^ ^ in b e r ly - C la r k  C o rp o ra tio n , In fo rm a tio n ; 1967 (Neenah: 
K im berly-C lark  C o rp o ra tio n , 1967), p . 14.
^^Annual R eport: 1955. Union Bag and Paper Company, p . 10.
^^Annual R eport: 1960. Union Bag-Camp P aper C o rp o ra tio n , p . 7 .
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re so u rc e s  a n o r th e rn  m i l l  p roducing  co rru g a ted  and s o l id  f ib r e  boxboard 
e n t i r e ly  from rec la im ed  f i b r e .  A lso in c lu d ed  were box c o n v e rtin g  p la n ts  
in  d ix  im p o rtan t i n d u s t r i a l  m arkets in  which we p re v io u s ly  d id  n o t have 
p roducing  f a c i l i t i e s . "^7 A nother a c q u is i t io n  the  company com pleted was 
th a t  o f th e  W. I .  Smith Lumber Company which was announced f i r s t  in  
September o f  1965. T his enhanced p ro d u c t d iv e r s i f i c a t io n  in  th a t  i t  
expanded th e  company's c a p a c ity  and enab led  i t  to  co n v ert p rim ary  m ill  
p ro d u c ts  in to  f i n a l  p ro d u c ts  used  by th e  u ltim a te  consumer. In  a d d i t io n ,  
th e  a c q u is i t io n  p ro v id ed  th e  company w ith  n e a r ly  220,000 ac re s  o f prim e 
tim b e rla n d s , which w i l l  be used fo r  th e  purpose of e n te r in g  th e  plywood 
f i e l d .  "T echno log ica l s t r i d e s  which have made i t  p o s s ib le  to  produce 
h ig h - q u a l i ty  plywood from S ou thern  p in e  open up a g ap id ly  growing new
OQ
m arket f o r  u s ."  The a c q u i s i t io n  enab led  Union-Camp to  broaden th e  
m arket base fo r  i t s  Lumber D iv is io n .
Throughout th e  d is c u s s io n  o f d iv e r s i f i c a t io n ,  th e  concern  was 
p r im a r ily  w ith  th e  concep t o f p ro d u c t h e te ro g e n e ity  by which th e  a c q u ir ­
ing  companies were a b le  to  broaden  t h e i r  p roduct mix. Companies which 
had been c h a ra c te r iz e d  as o p e ra t in g  p r im a r ily  in  one s e c to r  of the  in d u s­
t r y  now found them selves moving in to  p ro d u c tio n  areas c lo s e r  to  th e  sup­
p l i e r .  The companies were doing th i s  by g a in in g  in c re a sed  m anufactu ring  
c a p a b i l i t i e s  in  th e  a re a  o f f o r e s t  p ro d u c ts . I t  would appear th a t  the 
companies were n o t so much try in g  to  e f f e c t  economies to  sc a le  as much as 
th ey  were try in g  to  overcome th e  v ic is s i tu d e s  o f  th e  m arkets faced  by 
t h e i r  p ro d u c ts . Perhaps th e  term  "sp read in g  th e  r i s k "  m ight b e t t e r  
d e s c r ib e  one o f th e  m ost s ig n i f i c a n t  rea so n s if io r  these  m erge rs. I n  o th e r
37l b i d . .  p . 6.
O Q
Annual Report; 1966. Union-Camp Corporation, p. 18.
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words, th e  c o rp o ra tio n s  found them selves in  an in d u s try  which o f te n  as 
no t was faced  w ith  c a p a c ity  ou trunn ing  th e  demand f o r  th e i r  p ro d u c ts .
Thus, p r ic e s  were in  g en e ra l k e p t f a i r l y  c o n s ta n t . ' Faced w ith  in c re a s in g  
c o s ts  o f  p ro d u c tio n , i t  would seem th a t  one way to  overcome th e se  in c re a s ­
ing c o s ts  would be th rough the a c q u i s i t io n  o f  th e  so u rces  of su pp ly . 
A p p aren tly , th i s  has p lay ed  an im p o rtan t r o le  as a m o tiv a tin g  fo rc e  beh ind  
those  m ergers j u s t  d isc u sse d .
Not only  have th e se  companies become a c t iv e  in  a l l  a re a s  o f 
f o r e s t  p ro d u c ts , b u t forw ard in te g r a t io n  has enab led  them to  become 
a c t iv e  as m erchan ts . The Mead C o rp o ra tio n  i s  an  example w ith  i t s  m erchant 
s a le s  re p re s e n t in g  approx im ate ly  o n e - th i rd  o f th e  c o rp o ra t io n 's  t o t a l  
s a l e s . T h e  r o le  o f m erchants has become s ig n i f i c a n t  only in  th e  l a s t  
decade o r  so . U n ti l  say the  e a r ly  1950 ' s ,  th e  fu n c tio n  o f  the  m erchant 
was handled  p r im a r ily  by independent p ap e r companies and, in  g e n e ra l,  th e  
m ajor m an u fac tu re rs  were no t s ig n i f i c a n t l y  invo lved  a t  th i s  l e v e l .  On 
th e  o th e r  hand, as was c i te d  in  th e  c a se  o f  S c o tt  P ap er, though no t 
n e c e s s a r i ly  un iq u e , th e  conçany found i t s  t r a d i t i o n a l  m arkets being  
invaded by v igo rous new e n t r a n t s . The c o m p e titio n  by the newcomers was 
of bo th  p r ic e  and n o n -p ric e . Thus, th e  d iv e r s i ty  th e se  new e n tra n ts  
enjoyed in  th e i r  p ro d u c t l in e s  p ro v id ed  them w ith  th e  a b i l i t y  to  s h i f t  
in to  those  a rea s  which c u rre n t consumer demand appeared  s tro n g . This 
a b i l i t y  to  change has in  i t s e l f  become an o th e r s tro n g  m o tiv a tin g  fo rce  
behind th e  m erger movement w ith in  th e  in d u s try .  The u b iq u ito u s  n a tu re  
th a t  the  firm s w ith in  th e  in d u s try  have assumed has been a most im p o rtan t 
f a c to r  u n d e rly in g  th e  a c q u is i t io n  of one firm  by an o th e r  in  o rd e r  to  
ach ieve g r e a te r  p ro d u c t h e te ro g e n e ity .
^̂ Annual Report: 1966. The Mead C orporation, p. 2.
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d . M arket o r G eographical E x ten s io n  o f  P ro d u c tio n
The p reponderance o f  th e  m ergers covered by th i s  s tu d y  can be 
b ro ad ly  c l a s s i f i e d  as "b re a d th "  m erg e rs. In  a m erger o f t h i s  ty p e , th e  
a c q u ir in g  company i s  a lre a d y  p roducing  th e  same p ro d u c ts  as  th o se  being  
produced by th e  acq u ired  company. A merger b r in g s  about no change in  
p ro d u c t h e te ro g e n e ity .  However, th e  emphasis here  w i l l  c o n c e n tra te  on 
de te rm in in g  th e  im pact o f  m ergers on m arket h e te ro g e n e i ty . Mln.ieeopomic 
theory , i t  i s  u su a l to  p ropose c r o s s - e l a s t i c i t y  of demand as a b a s is  fo r  
id e n t i fy in g  s e p a ra te  m arkets . . .  I f  c r o s s - e l a s t i c i t y  i s  h ig h , th e  
p ro d u c ts  a re  c lo se  s u b s t i tu t e s  and ,_hence, belong to  the  same m arke t; i f  
i t  i s  low, th e  p ro d u c ts  belong  to  s e p a ra te  m a r k e t . A s  a r e s u l t ,  
m ergers a re  a means o f  in g re s s  to  new m arket a rea s  when c r o s s - e l a s t i c i t y  
o f demand i s  h ig h .
The im portance o f  m arket e x te n s io n  m ergers appeared  in  th e  1940's  
and co n tin u e s  to  appear in  th e  s i x t i e s .  " In  th e  case  of p a p e r ,  the  
dominant form o f  a c q u i s i t io n  has been the ex te n s io n  o f  o p e ra tio n s  in to  
a l l i e d  f i e ld s  such as k r a f t  p aper and p a p e r b o a r d . T h i s  FTC re p o r t  
f u r th e r  s t a t e s  th a t  o f  th e  67 m ergers s tu d ie d  in  th e  paper and a l l i e d  
p ro d u c ts  in d u s try ,  71 p e rc e n t were c l a s s i f i e d  as b e in g  h o r iz o n ta l .
Of th e  m ergers s tu d ie d ,  th e  m a jo r ity  were e i th e r  m arket o r geo­
g ra p h ic a l e x te n s io n . R obert M. A lla n  s ta t e s ;
The p r o b a b i l i ty  o f a s u c c e s s fu l  a c q u is i t io n  d im in ish es  as manage­
ment moves f a r th e r  from what i t  knows b e s t .  T h is su g g e s ts  th a t  i t  
i s  a p p ro p r ia te  to  r e q u ir e  th a t  a p ro sp e c tiv e  a c q u i s i t io n  " f i t "  th e
^®Gort, l o c . c i t .
^ ^F ed era l Trade Commission, C orporate  M ergers and A c q u is i t io n s . 
(W ashington, D. C .: Government P r in t in g  O ff ic e , 1947), p . 22.
42l b i d . .  p . 13.
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a c q u i r e r ,  th a t  th e  acq u ired  and th e  a c q u ire r  have many th in g s  in  
common. This c r i t e r i o n  may be s a t i s f i e d  by a s im i la r i ty  in  custom er^ 
so th a t  s k i l l s  in  m arketing  and d i s t r i b u t io n  c a r ry  o v e r, o r  by s im i­
l a r i t i e s  in  p ro d u c tio n  technology  or in  re s e a rc h  and en g in ee rin g .
Thus, i t  would seem u n d ers tan d ab le  t h a t  m arket e x te n s io n  or geog rap h ica l
m ergers would en ab le  th e  management team o f the a c q u ir in g  firm  to  b e t te r
comprehend th e  o p e ra tio n  o f an acq u ired  firm  which produces s im ila r
p ro d u c ts .
M erchants p la y  an e v e r - in c re a s in g  r o le  in  the c o n tr ib u tio n  to  the  
o v e r a l l  grow th o f a number o f  c o rp o ra t io n s . This i s  e s p e c ia l ly  tru e  of 
Mead. Mead has u t i l i z e d  m ergers to  o b ta in  in ro ad s in to  th i s  a rea  as w ell 
as to  gain  w ider geograph ic o u t le ts  fo r  i t s  p ro d u c ts . In  1961, th e  
C o rp o ra tio n  a c q u ire d  Beecher Peck and Lewis P ap ers , In c .  which handles 
bo th  f in e  and c o a rse  papers and r e la te d  item s . The s ig n if ic a n c e  o f  th i s  
m erger was th a t  th e  acq u ired  firm  had been a lon g -tim e  d i s t r i b u to r  of 
Mead g rades w ith  a s a le s  fo rc e  and w arehouse f a c i l i t i e s  in  D e tro i t  and 
F l i n t .  T hereby, Mead gained  a d i r e c t  o u t l e t  in  th i s  geog raph ic  m arket 
a re a . At th e  same tim e a h a l f - i n t e r e s t  was acq u ired  i n  the  Nolan Paper 
Company, which hand led  p ro d u c ts  id e n t ic a l  to  those  of B eecher, bu t i t s  
p ro d u c ts  were so ld  th ro u g h o u t Southern  C a l i fo rn ia .  The a c q u is i t io n  
enabled  Mead to  c o n s tru c t  "A la rg e , h ig h ly  fu n c tio n a liz e d  w arehouse. . . 
on a s t r a t e g i c  i n d u s t r i a l  lo c a t io n  in  Los A ngeles, to  p ro v id e  West Coast 
custom ers th e  same s w if t  and e f f i c i e n t  s e rv ic e  as our J e rs e y  C ity  ware­
house has been o f f e r in g  E as t Coast custom ers s in c e  e a r ly  1963."^^ .
^^R obert M. A lla n , J r . ,  "Expansion by M erger,"  W illiam  W. A lb e rts  
and J o e l  E. S e g a l l ,  e d s . ,  The C orpo ra te  Merger (C hicago: U n iv e rs ity  o f
Chicago P r e s s ,  1966), p .  104.
^^Annual R eport: 1963. The Mead C o rp o ra tio n , p . 4.
110
A gain , an  a c q u is i t io n  was u t i l i z e d  by th e  company to  g a in  a c c e ss  to  a 
new m arket a re a .
The year 1961 i l l u s t r a t e s  how e f f e c t iv e  m ergers can be in  gain in g  
wide g eo g rap h ica l d i s t r i b u t io n  o f  m arke ts . In  February  o f th a t  y e a r ,
Mead acq u ired  th e  C h a tf ie ld  and Woods Company and i t s  s u b s id ia r i e s .  I t s  
e lev en  lo c a tio n s  se rv e  im p o rtan t m arkets in  a reg io n  from N a sh v ille  to  
B u ffa lo . The Dixon P aper Company was added in  O ctober w ith  i t s  n in e  
b ranches se rv in g  th e  Rocky M ountain s t a t e s .  Then, in  Septem ber, th re e
y g
Iowa companies were a c q u ire d . These a c q u is i t io n s  i l l u s t r a t e  im portan t
tre n d s  in  th e  grow th o f  Mead. A s ta te m e n t, e s ta b l is h in g  such m ergers in
th e  p a t te r n  of th e  company's o p e ra tio n s  and th e i r  s ig n if ic a n c e  to  the
fu tu r e  o f th e  c o rp o ra tio n  reads a s  fo llow s:
For 25 y ea rs  a sw e llin g  p ro p o r tio n  o f our f in e  p ap er p roduction~ has 
been devoted to  "m erchant g ra d e s ,"  paper fo r  com mercial p r in t in g ,  
b u s in ess  p a p e rs , and s im i la r  grades so ld  th rough  independent paper 
m erch an ts . These m e rc h an ts , en fran ch ised  to  handle th e  grades of 
the C o rp o ra tio n  and two of i t s  s u b s id ia r ie s ,  C h il l ic o th e  Paper 
Company (a c q u ire d  in  1955) and G ilb e r t  Paper C o ., now number in  the  
hundreds. They re p re s e n t  many o th e r s u p p lie r s  b e s id e s  Mead. The 
lo y a lty  and co o p e ra tio n  o f th e se  m erchants p la y  an e s s e n t i a l  ro le  
in  our f in e  p aper d i s t r i b u t i o n ,  s in c e  about a fo u r th  o f  th e  C orpora­
t i o n 's  t o t a l  s a le s  a re  m erchan t s a le s .  The r e p o r t  s t a t e s  f u r th e r  
the r o le  o f  th e  o th e r  a c q u is i t io n s :  The two Iowa c o n ta in e r  p la n ts
add a s ig n i f i c a n t  new dim ension to  our p a t te r n  o f  c o n ta in e r  p roduc­
t io n  and d i s t r i b u t io n .  W ith th e  ex cep tio n  o f  th e  c o n ta in e r  p la n t  
a t  F o r t  Sm ith, A rk an sas, . . . W aterloo and F o r t Dodge a re  A kad 's 
only c o n ta in e r  o p e ra tio n s  w est of th e  M is s is s ip p i .^6
As a r e s u l t ,  th e se  a c q u is i t io n s  helped  Mead o b ta in  g r e a te r  m arket
h e te ro g e n e ity .
A nother company w hich has tu rned  to  m ergers as a means o f g a in in g  
access  to  new g e o g ra p h ic a l m arkets i s  Champion P ap e r. T h is  company
45
Annual R eport: 1961. The Mead C o rp o ra tio n , p . 4 .
4Glbid. . p.  5.
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has only  r e c e n t ly  tu rned  to  m ergers when n e a r ly  a l l  such  m ergers came 
about d u rin g  th e  s i x t i e s .  As in  th e  c a se  o f  Mead, m erchan t s a le s  have 
become an  im p o rtan t a s p e c t o f  Champion's developm ent. In  1960 two con­
v e r t in g  companies were added: B uffa lo  Envelope Company and Montag, I n c . ,
lo c a te d  in  B u ffa lo , New York and A tla n ta ,  G eo rg ia , r e s p e c t iv e ly .  "Montag, 
one of th e  l a r g e s t  and f i n e s t  companies in  i t s  f i e l d ,  m anufactu res and 
m arkets a l in e  o f t a b le t s  and s ta t io n e r y ,  in c lu d in g  th e  BLUE HORSE brand 
o f  schoo l s u p p lie s  so w e ll known in  th e  s out hwes t . Thus ,  th e  company 
gained  b o th  d iv e r s i f i c a t io n  of p ro d u c t and m arkets th rough  a c q u is i t io n .
The r e la t io n s h ip  w ith  th e  companies p ro v id ed  Champion w ith  a g re a te r  
in s ig h t  in to  th e  needs and req u irem en ts  o f t h i s  segment o f p aper con­
v e r t in g .  This he lped  th e  company se rv e  more e f f e c t iv e ly  a l l  o f i t s  
envelope and t a b l e t  custom ers. N e v e rth e le s s , the  company s o ld  Montag to  
W estern T ab le t and S ta t io n e ry  C o rp o ra tio n  w ith in  a  y e a r .  Soon a f t e r ,  the 
company n o ted , "A lready s u b s ta n t i a l  improvement i n  th e  Company's r e l a ­
t io n s  w ith  t a b l e t  co n v e rtin g  custom ers and consequent in c re a s e s  in  to n ­
nage s a le s  o f t a b l e t  pap er have been experienced ."^®  I t  i s  assumed th a t  
th e  company faced  r e lu c ta n c e  on th e  p a r t  o f o th e r  c o n v e rte rs  to  purchase 
Champion's p ro d u c ts  as long as Champion was a co m p e tito r i n  th e  t a b le t  
f i e l d .  A qu ick  e x i t  proved  to  be a way o f  re g a in in g  th e  l o s t  s a le s .
One of Cham pion's l a r g e s t  a c q u is i t io n s  was com pleted  in  1961 when 
n e g o t ia t io n s  w ith  the  W hitaker Paper Company were concluded . "W hitaker, 
one of th e  o ld e s t  and most su c c e s s fu l pap er m erchant d i s t r i b u to r s  in  the  
U nited S ta te s ,  w ith  s a le s  o f about $48 ,000 ,000 , has i t s  h ead q u a rte rs  in
^^Annual R eport: 1960. The Champion P aper Company, p . .  8. 
^^Annual R eport: 1961. The Champion P aper Company, p .  4 .
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C in c in n a t i ,  Ohio. I t  w arehouses and d i s t r i b u t e s  a broad range o f  f in e  
and c o a rse  p ap ers  and many o th e r  p ro d u c ts  to  p r in t e r s  and o th e r  u se rs  in  
th e  E a s te rn  s e c t io n  o f  th e  U nited  S ta t e s .  W hitaker w i l l  co n tin u e  to  
m arket p aper and o th e r  p ro d u c ts  of d iv e rs e  m an ufac tu rers .* '^^  The d i s t r i ­
b u tio n  c a p a b i l i t i e s  o f  th e  company were g r e a t ly  enhanced by W hitaker.
This i s  e s p e c ia l ly  s ig n i f i c a n t  when c o o rd in a te d  w ith  the d i s t r i b u t io n  
c a p a b i l i ty  o f  th e  r e s t  o f  the  company, in c lu d in g  th e  C arpen ter Paper 
Company, which was added b u t a few months e a r l i e r .  "The a c q u is i t io n  o f 
C a rp en te r P aper Company, one o f  th e  la r g e s t  and most s u c c e s s fu l paper 
m erchand ising  o rg a n iz a tio n s  in  th e  w orld , s h i f te d  th e  Company's ba lan ce  
h e a v ily  in  th e  d i r e c t io n  o f th e  m arketp lace ."^®  As a r e s u l t  of th e  two 
m erg e rs , n o t on ly  d id  th e  company f in d  i t s e l f  o p e ra tin g  over a la rg e r  
g eo g rap h ica l a r e a ,  b u t found i t s  c o rp o ra te  fu n c tio n  g r e a t ly  changed. The 
D is t r ib u t io n  D iv is io n  was soon e s ta b l is h e d  as the  company's nationw ide 
w h o lesa le  paper d i s t r i b u t io n  system  c o n s is t in g  of th e  C arp en te r Paper 
Company in  th e  W est, th e  W hitaker P aper Company in  the  E a s t ,  and seven 
m idwest p ap e r m erchan ts com panies. The d iv is io n  soon encompassed m ajor 
w h o lesa le  d i s t r i b u t i o n  c e n te rs  in  48 c i t i e s ,  each o p e ra tin g  on a re g io n a l 
b a s is
A nother company g a in in g  a g r e a te r  d e n s ity  o f m arket p e n e tra tio n s  
th rough  m ergers was th e  S t .  R egis Paper Conçany. In  Ju n e , 1955,S â t.  Regis 
a c q u ire d  a l l  o u ts ta n d in g  s to ck  o f  P o llo c k  P ap er C o rp o ra tio n . The company 
has tw elve p l a n t s ,  w ith  s a le s  approx im ating  $35 m i l l io n  a y ea r .
49l b i d . . p .  5.
^^Annual R epo rt: 1961. Champion P aper Company, p . 4.
^ ^Annual R epo rt; 1962. Champion P aper Company, p . 6.
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T his a c q u is i t io n  n o t on ly  in c re a se d  p ro d u c t h e te ro g e n e ity ,  b u t r e s u l te d  in  
g re a te r  m arket h e te ro g e n e ity . During th e  same p e r io d , S t .  Regis added 
th e  G eneral C on ta in er C o rp o ra tio n  and i t s  s u b s id ia r i e s ,  hav ing  n in e  
p la n ts  spread  th rough th e  n o r th e rn  i n d u s t r i a l  a re a  from Dubuque, Iowa 
to  Cohoes, New York. C o in c id e n tly , th e  company added new f a c i l i t i e s  in  
Chicago and T roy , Ohio. In  1960, through th e  pu rchase  o f Schmidt and 
A u lt ,  the  company gained  b e t t e r  access  to  c o n v e r te rs  and m erchants in  
th e  m iddle A t la n t ic  and n o r th e a s te rn  s t a t e s .  The a c q u i s i t io n  o f modern, 
w ell-equ ipped  c o rru g a te d  box p la n ts  in  M inn eap o lis , M innesota , J e rs e y  
C ity , New J e rs e y ,  and J a c k s o n v il le ,  F lo r id a ,  have broadened the  n a t io n a l  
coverage o f S t .  R egis— adding p la n ts  in  new a re a s  a s  w e ll as s tre n g th e n -
C O
ing th e  company s p o s i t io n  in  many m arket c e n te r s  o f  p rim ary  im portance . 
E a rly  th e  same y e a r , th e  Sherman P aper P roducts  C o rp o ra tio n  o f Newton, 
M assach u se tts , w ith  p la n ts  lo c a te d  in  Chicago and Los Angeles, and th e  
C e n tra l Waxed P ap er Company, a Chicago based f irm , were a c q u ire d . In  
g e n e ra l,  the  m a jo r ity  o f  th e  a c q u is i t io n s  which S t .  Regis com pleted 
during  th e  p e r io d  covered were b a s ic a l ly  m arket e x te n s io n  m ergers.
Through a number o f  m ergers, each  c o rp o ra tio n  in  th i s  s tu d y  was 
a b le  to  s ig n i f i c a n t ly  add to  i t s  m arket h e te ro g e n e ity .  On th e  s u r fa c e , 
i t  i s  d i f f i c u l t  to  d i f f e r e n t i a t e  between g eo g rap h ica l (m arket e x ten s io n ) 
and d iv e r s i f i c a t io n  m e rg e rs . F req u en tly  th e  two a re  in s e p a ra b le ,  N ever­
th e le s s  , c e r t a in  f a c e ts  o f a merger ten d  to  su g g es t th a t  one broad c a te ­
gory , say m arket e x te n s io n , would be more a p p l ic a b le  th an  p ro d u c t e x te n ­
s io n . C onsider a few a c q u is i t io n s  which West V irg in ia  Pulp and Paper 
Company com pleted in  th e  l a t e  f i f t i e s . The company had developed a new
52Annual Report; 1960. S t . R egis Paper Company, p. 13.
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p ro d u c t, t r a d e  marked CLUPAK, and u s in g  t h i s  p roduct as a b a s e , an ex ten ­
s io n  o f  th e  company's co n v e rtin g  o p e ra tio n s  was undertaken  and a new 
departm ent was c re a te d  to  e s t a b l i s h  a d i s t r i b u t io n  system . To broaden 
the  l in e  o f p ro d u c tio n , the F u lto n  Bag and P roducts  Company, w ith  f a c t o r l  
to r i e s  in  New O rleans and S t .  L o u is, along w ith  th e  f a c to r ie s  o f  A rk e ll 
and S m iths, a t  M obile and W ellsburg , West V irg in ia ,  were a c q u ire d . In  
a d d i t io n ,  a fa c to ry  in  T o rran ce , C a l ifo rn ia  was le a se d  fo r  tw enty  y e a r s .  
T h is was th e  com pany's f i r s t  a c tu a l  o p e ra tio n  on th e  West C o ast. V irg in ia  
F o ld ing  Box Company, added e a r l i e r  in  the  f i s c a l  y e a r , was a lre a d y  
ex tend ing  i t s  d i s t r i b u t io n  in to  w ider m arke ts . These m ergers denote th a t  
West V irg in ia  was a lre a d y  p roducing  th e  p ro d u c t a t  the  tim e n f  th e  m erger, 
and th a t  geography was a  param ount is s u e ,
e .  R esearch  and Development
A nother m o tiv a tio n  fo r  a c q u is i t io n  i s  th e  d e s ir e  to  g a in  te c h ­
n ic a l  know-how. A la rg e  c o rp o ra tio n  w ith  s u b s ta n t i a l  f in a n c ia l  re so u rc e s  
may a c q u ire  a sm a lle r  company which has developed  new te c h n iq u e s . Or, 
th e  d e s ir e  may be to  b rin g  th e  re se a rc h  s t a f f  of a company in to  th e  p a re n t 
o rg a n iz a tio n . There were a number o f th ese  types of m ergers w ith in  the  
pap er in d u s try .  They a re  co n s id e re d  "n eg a tiv e  space" m ergers and c a r ry  
th e  p a re n t company in to  a rea s  o f p ro d u c tio n  in  which i t  had n o t p re v io u s ly  
v e n tu re d . M oreover, th e  o p e ra tio n  of the newly acq u ired  firm  i s  u n iq u e -- 
th e re  i s  no com parable a c t i v i t y  w ith in  th e  p a re n t  company which p ro v id es  
management w ith  an y th in g  b u t l im ite d  ex p erien ce  w ith  th e  new p ro d u c t 
l i n e .
The b e s t  example o f a re s e a rc h  and developm ent m erger i s  th a t  of 
S c o tt  P aper Company. In  1965 S c o tt a c q u ire d  the  P l a s t i c  C oating  C orpora­
t io n  and th e  T ec n ifax  C o rp o ra tio n  and i t s  a f f i l i a t e s .  "The a d d i t io n  of
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th e se  com panies, w ith  t h e i r  t a le n te d  and im ag in a tiv e  s t a f f s ,  has g iven  
added z e s t  to  our re s p e c t iv e  r e s e a rc h  and s c i e n t i f i c  program s and has
C O
c o n tr ib u te d  m a te r ia l ly  to  S c o t t 's  p la n s  fo r  p ro d u c t d iv e r s i f i c a t i o n . "
The im portance o f th e se  a c q u i s i t io n s  i s  th e  sim ple f a c t  th a t  th e se  
companies make p ro d u c ts  and se rv e  m arkets w hich a re  e n t i r e ly  new to  S c o tt .  
"W ith in c re a se d  knowledge o f th e s e  companies gained  in  th e  in te rv e n in g  
m onths, we now see even g r e a t e r  prom ise in  t h e i r  fu tu re s  th an  we d id  a t  
th e  tim e of a c q u is i t io n  . . .  We a re  p a r t i c u l a r ly  p le a se d  w ith  th e  
number of new p ro d u c t p o s s i b i l i t i e s  which th ey  have in  v a r io u s  s ta g e s  o f 
developm enti."^^ C onsequen tly , S c o tt  was ab le  to  e n te r  new a re a s  a s  w e ll 
as a cq u ire  new p ro d u c t l i n e s  w hich were b e t t e r  e x p lo ite d  th ro u g h  th e  
v a s t  re so u rc e s  made a v a i la b le  to th e  p a re n t company.
T his re p re se n te d  a unique move on th e  p a r t  o f  S c o t t .  S c o t t  was 
c h a ra c te r iz e d  as a s p e c i a l i s t  u n t i l  th e  1960' s ,  and th i s  was t r u ly  an 
unpreceden t e v en t. Through th e  a c q u i s i t i o n ,  S c o tt  became im p o rtan t to  
th e  rep ro g rap h ic s  in d u s tr y .  A long w ith  i t s  s u b s id ia ry  com panies, the  
a c q u ire d  c o rp o ra tio n s  p o s s e s s '"  . . .  a base o f  te c h n ic a l  knowledge and 
p ro d u c tio n  s k i l l s  m atched by few companies."^5 They make a f u l l  range of 
re p ro g ra p h ic  p ro d u c ts - -p h o to g ra p h ic  f ilm  b a s e s ,  a v a r i e ty  o f  e n g in e e r in g  
re p ro d u c tio n  m a te r ia ls  and equipm ent, o f f ic e  copy p a p e r , o f f s e t  p l a t e -  
making system s, and d a ta  re c o rd in g  m a te r ia ls .  T e c n ifa x , an acknowledged 
le a d e r  in  th e  d iazo  f i e l d ,  p roduces  d ia z o f i lm , a c h e m ic a lly - s e n s it iz e d  
t r a n s p a re n t  f i lm . I t  i s  used w ith  in fo rm a tio n  s to ra g e  and r e t r i e v a l
CO
Annual R eport; 1965. S c o t t  P aper Company, p .  1.
% b i d . .  p . 5.
^^Annual R eport; 1966. S c o t t  Paper Company, p .  5.
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system s which makes i t  p o s s ib le  to  condense a tru c k lo a d  o f paperw ork 
in to  a s h o e b o x . 56 S ince  th e  company a lso  makes d iazo  re p ro d u c tio n  
equipm ent, overhead  p r o je c to r s  and complementary v i s u a l  a id s ,  T ecn ifax  
s e rv e s ,  as w e ll as c r e a te s ,  m arkets which a re  b e n e f i c ia l  to  S c o t t 's  growth.
Through th e  co n tin u o u s s tre n g th e n in g  o f i t s  re s e a rc h  and produc­
t io n  c a p a b i l i t i e s .  P l a s t i c  C oating  has become an im p o rtan t p roducer of 
p h o to - e l e c t r o s t a t ic  copying m a te r ia l .  A p io n e e r  in  th e  developm ent of 
p h o to - e l e c t r o s t a t ic  o f f ic e  copying  te c h n iq u e s , the  company i s  a su p p lie r  
to  th e  convenience copying m ark e t. I t  has a ls o  designed  and developed 
one o f  th e  m ost e f f i c i e n t  system s now in  use  fo r  p roducing  e l e c t r o s t a t i c  
o f f ic e  o f f s e t  m a s te rs ,  and has developed a unique co v erin g  m a te r ia l  known 
as K ivar which i s  e x te n s iv e ly  used on books. Th& uphotographic in d u s try  
p ro v id es  a n o th e r  ra p id ly  expanding m arket fo r  i t s  p ro d u c ts . N early  every 
dom estic  m an u fac tu re r of am ateu r, com m ercial and i n d u s t r i a l  pho tog raph ic  
p ro d u c ts  i s  a custom er—P o la ro id  C o rp o ra tio n  i s  one o f th e  m ost im p o rts^ : 
t a n t . 57 Thus, i t  i s  n o t d i f f i c u l t  to  see th a t  m ergers based upon re se a rc h  
and developm ent a re  no tew orthy  in  co rp o ra te  developm ent. O bviously,
S o o tt has e n te re d  a growing f i e l d  which should  prove p r o f i t a b le  in  bo th  
th e  s h o r t and long ru n .
West V irg in ia  a ls o  in c re a s e d  i t s  r e s e a rc h  f a c i l i t i e s  when i t  
a c q u ire d  Hinde and Dauch. From t h i s  m erger s e v e ra l new tech n iq u es  have 
evo lved ; one i s  th e  developm ent o f  improved su rfa c e  l i n e r  b o ard . S t.
Regis gained  a fo o th o ld  in  molded p l a s t i c s  by a c q u ir in g  a l l  th e  c a p i ta l  
s to ck  of M ichigan P a n e ly te  Molded P l a s t i c s .  Over th e  in te rv e n in g  y e a rs ,
SGlbid.
57 lb id . . p . 7 .
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th e  new m arkets se rv ed  by th e  a c q u ire d  company have grown as the u t i l i z a ­
t io n  o f p l a s t i c s  has in c re a se d . Cham pion's packaging d iv is io n  rece iv ed  
a trem endous b o o st in  1962 when th e  company acq u ired  D airy  Pak I n c . ,  
one o f  the  n a t io n 's  la rg e s t  p roducers o f  m ilk  ca rto n s  and packages fo r 
d a iry  fo o d s . The a c q u is i t io n  was m o tiv a ted  p a r t l y  in  o rd e r  to  produce 
p la s t ic - c o a te d  in s te a d  o f  w ax-coated m ilk  c a r to n s .  A nother v en tu re  o f 
th e  company was in  1960 when i t  assumed p a r t i a l  ow nership o f the  V a c u lite  
C o rp o ra tio n . Some s to ck  i s  owned by N a tio n a l R esearch C o rpo ra tion  which, 
o r ig in a l ly ,  developed th e  V ao u lite  p ro c e s s .  T echn ica l problems were 
com plex, e s p e c ia l ly  those  in  th e  developm ent o f  a base paper s u i ta b le  
fo r  vacuum m e ta l l iz in g .  These were e v e n tu a lly  so lved  by Champion's 
r e s e a rc h  e f f o r t s .  Here th e  b a s is  o f th e  a c q u is i t io n  was to  complement 
te c h n ic a l  know-how, and to  enab le  th e  conçany to  g a in  prom ising  fu tu re  
m a rk e ts .
f .  O ther M otives f o r  Merging
T here a re  a number o f  rea so n s  fo r  m ergers w hich f a l l  in to  c a t e ­
g o r ie s  o th e r  than  th o se  a lre a d y  m entioned . In  a d d i t io n  to  dom estic 
markets e x te n s io n .m e rg e rs , th e  r o le  p layed  by c o n so lid a tio n s  in  i n t e r ­
n a t io n a l  m arkets has p rov ided  th e  in d u s try  w ith  perhaps i t s  b r ig h te s t  
p o te n t i a l .  In  many c a s e s ,  paper p ro d u c ts  enjoyed in  America a re  e i th e r  
unknown or ex trem ely  sca rce  th ro u g h o u t th e  r e s t  o f th e  w orld . U nfor­
tu n a te ly ,  many c o u n tr ie s  look u n fav o rab ly  on the developm ent of dom estic 
m arkets by o u ts id e  i n t e r e s t s .  Sometimes t h i s  problem  i s  a l le v ia te d  by 
th e  a c q u i s i t io n  o f a dom estic p ro d u ce r. The a c q u ir in g  company ga in s  a 
v a lu a b le  a s s e t  when lo c a l  p e rso n n e l a re  w orking fo r  th e  e n t e r p r i s e . In  
a d d i t io n ,  th e  channe ls  o f  d i s t r i b u t io n  a lre a d y  e x i s t .  The m arket i s  not 
a t o t a l l y  unknown q u a n t i ty .  And, in  many in s ta n c e s ,  th e re  i s  le s s
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p re s su re  from th e  h o s t co u n try  when e x i s t in g  f a c i l i t i e s  a re  a c q u ire d , 
s in c e , fo r  a l l  p r a c t i c a l  p u rp o ses , the  s t a tu s  quo appears unchanged.
At one tim e o r a n o th e r  a l l  the  companies in  th i s  s tu d y  a c q u ire d  
th e  f a c i l i t i e s  o f a fo re ig n  based paper p ro d u c ts  company, e i th e r  d i r e c t l y  
o r through an a c q u is i t io n  com pleted by a s u b s id ia ry . The im portance of 
in te r n a t io n a l  m arke ting  i s  becoming in c re a s in g ly  more s ig n i f i c a n t  in  
o v e ra l l  c o rp o ra te  grow th. In  d is c u s s in g  S c o t t 's  in t e r n a t io n a l  i n t e r e s t s  
in  the 1966 Annual R ep o rt, i t  was n o ted  th a t  th e  Company's growing 
involvem ent in  th e  in t e r n a t io n a l  m arket i s  one of th e  most e x c i t in g  new 
d ir e c t io n s  which th e  Company has pu rsued  in  re c e n t y e a rs .  "S ince i t s  
f i r s t  in v estm en t in  an o v e rseas  a f f i l i a t e  tw elve y ea rs  ago , th e  Company's 
fo re ig n  in t e r e s t s  have expanded a t  a r a t e  about th re e  tim es as f a s t  as
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i t s  dom estic o p e ra t io n s ."  S c o tt  a f f i l i a t e s  a re  lo c a te d  in  13 c o u n tr ie s
having a m arket p o te n t i a l  o f  400 m il l io n  p eo p le . Whereas p e r  c a p i ta
paper consum ption in  th e  U nited  S ta te s  i s  w e ll over 500 pounds a y e a r ,
fo re ig n  consum ption i s  o n ly  a f r a c t io n  o f  th a t  amount, i l l u s t r a t i n g
th e  p o te n t ia l  fo r  growth in  th e se  m a rk e ts . The r e p o r t  a l s o  d e sc r ib e s
th e  s a le s  grow th o f  th e se  a f f i l i a t e s :
L as t y e a r 's  s a le s  (1965) by S c o tt  a f f i l i a t e s  to ta le d  app rox im ate ly  
$100 m i l l io n ,  an in c re a s e  o f more th a n  50 p e rc e n t in  two y e a rs . 
S c o t t 's  a f f i l i a t e s ,  p roducing  more th a n  200 d i f f e r e n t  paper 
p ro d u c ts , o p e ra te  28 p ap er m achines a t  18 lo c a t io n s .  In  n e a r ly  a l l  
cases S c o t t  sh a res  ow nership o f  th e  a f f i l i a t e s  on a 50-50 b a s is  
w ith  n a t io n a ls  o f th e  c o u n tr ie s  in v o lv e d .59
S c o tt has b u i l t  i t s  i n t e r n a t io n a l  a c t i v i t i e s  on the  b a s is  o f  p a r tn e r s h ip
w ith  members o f th e  h o s t co u n try . To u n d ers tan d  how S c o tt  developed
58Annual R eport: 1966. The S c o tt  P aper Conçany, p .  13.
5*Ibid.
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th e se  m a rk e ts , i t  would be o f b e n e f i t  to  review  th e  com pany's p h ilo sophy  
when i t  i n i t i a t e d  i t s  f i r s t  fo re ig n  a s s o c ia t io n .
S c o t t 's  fo re ig n  investm en t program, in c lu d in g  th e  a c q u is i t io n  of 
fo re ig n  com panies w hich would produce and s e l l  p ro d u c ts  under t h e i r  
tradem ark , was i n i t i a t e d  to  en ab le  th e  company to  c o n t ro l  q u a l i ty  and 
tradem ark usage. The program  was s t a r t e d ,  l i k e  th e  program s o f so many 
o th e r  conq>anies, in  th e  m i d - f i f t i e s  when S co tt in v e s te d  in  W estm in iste r 
P aper Company, L t d . ,  o f  B r i t i s h  Colum bia, and in  C om parria I n d u s t r i a l  de 
San C r is to b a l ,  S. A ., o f M exico. "We b e lie v e  th a t  an  e f f e c t iv e  means of 
e s ta b l is h in g  the harm onious and su c c e ss fu l o p e ra t io n  of a b u s in ess  in  a 
fo re ig n  co u n try  i s  by sh a r in g  ow nership w ith i t s  c i t i z e n s .  T h e ir  own 
s p e c ia l  s k i l l s  and a b i l i t i e s  in  the  development o f lo c a l  re so u rc e s  and 
m arket p o te n t i a l  w i l l  e f f e c t iv e l y  supplem ent S c o t t 's  experience  in  
re s e a rc h , m anufac tu ring  and d is tr ib u tio n ." ^ ®  T his approach  i s  h ig h ly  
commendable; o f a l l  th e  fo re ig n  companies w ith  which S c o tt  has become 
a f f i l i a t e d  th rough  1965, on ly  th re e  were owned e n t i r e ly  by S c o t t ,  two 
o f  which a re  in  Canada.
P a r tn e r s h ip s  formed betw een American b u s in e ss  firm s and fo re ig n  
m anufac tu rers  have made te c h n ic a l  and m anufactu ring  know ledge, developed 
in  the  U nited  S ta t e s ,  a v a i la b le  to  c o u n tr ie s  th roughou t th e  w orld . For 
in s ta n c e , S t .  Regis h e ld  s e v e ra l  in te rn a t io n a l  m eetings in  Europe fo r  
th e  management, te c h n ic a l ,  and m ark e tin g  p e rso n n e l o f  t h e i r  l ic e n s e e  
com panies. S t .  R egis a l s o  has w ho lly  o r p a r t i a l l y  owned a f f i l i a t e s  in  
18 c o u n tr ie s ,  w ith  th e  R epublic  o f South  A fr ic a  a lo n e  having  n in e  such 
p la n ts .  These firm s s ig n i f i c a n t l y  reduce th e  U n ited  S t a t e s '  u n fav o rab le
^®Annual Report; 1955. S c o tt  Paper Company, p. 2.
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balan ce  o f  in te r n a t io n a l  paym ents. S t .  Regis i s  c a rry in g  ou t i t s  
program o f  new in v estm en ts  by i t s  overseas  f in a n c ia l  r e s e rv e s ,  and by 
borrow ing in  s e v e ra l  fo re ig n  c a p i ta l  m ark e ts . In  a d d i t io n ,  the  overseas 
c o n v e rtin g  companies a r e  la rg e  u se rs  o f  S t.  R egis k r a f t  paper and p a p e r­
board  ( t h e i r  p u rchases f u r th e r  a id  th e  in te r n a t io n a l  payments program ). 
M oreover, th e  company has co n cen tra ted  i t s  fo re ig n  development in p ap er 
c o n v e rtin g  and packag ing  o p e ra tio n s , th u s  adding  s tr e n g th  to  U. S. 
e x p o r ts .
A re c e n t v e n tu re  o f the  Mead C o rp o ra tio n  a f fo rd s  in s ig h t  in to  
how a g iven  p a r tn e r s h ip  w orks. In  1964, Mead jo in e d  w ith  S ocié té  
I n d u s t r i e l l e  e t  A g ric o le  de la  Somme (SIAS) to  launch  a new packaging 
p la n t  in  P a r i s .  I t  i s  now Mead-Habermacheç, and i t  i s  based  upon th e  
a c q u i s i t io n  o f  a  c a r to n  m anufacturing  firm  of long s tan d in g  in  France. 
"P ro g re ss  so f a r  has j u s t i f i e d  our con fidence  in  th e  new v en tu re , which 
b len d s  th e  technology  and m arket tech n iq u es  le a rn e d  th roughou t the y ea rs  
in  th e  U n ited  S ta te s  w ith  the  s p e c ia l iz e d  knowledge of th e  European 
m arket c o n tr ib u te d  by-SIAS and our own m arke ting  o f f ic e  in  P a r is .
F o re ig n  a f f i l i a t i o n s  can smooth e n tra n ce  in to  new m arkets, 
K im b e rly -C la rk 's  v e n tu re  in to  A u s t r a l ia  dem o n stra tes : a m ajor b a r r ie r
to  expansion  in  th a t  c o u n try  was removed when K im berly -C lark  en tered  
in to  a working agreem ent w ith  th e  A u s tr a l ia n  P ap er M anufacturers, L td . 
The agreem ent a llow s th e  company's s u b s id ia ry  a cc ess  to  an assured  
supp ly  o f  th e  q u a l i ty  m a te r ia ls  which i t  needs to  o p e ra te .  At the same 
tim e , th e  company a c q u ire d  a c o n t ro l l in g  i n t e r e s t  in  S o c ié té  S opalin ,
^^Annual R eport: 1966. S t.  R egis P aper Company, p . 20.
^^Annual Report: 1964. The Mead C orporation, p . 10.
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a c o n v e rte r  of t i s s u e  and p ap e r p ro d u c ts  in  F rance and N orth A f r ic a .
C o-shareho lder in  th i s  v e n tu re  i s  S o c ié té  Anonyme de P a p e te r ie s  D arb lay , 
an e s ta b l is h e d  m anufac tu rer o f a wide range o f pap er p ro d u c ts . The 
a s s o c ia t io n  fu r th e r  i l l u s t r a t e s  a ty p ic a l  method employed to  enab le  an 
American c o rp o ra tio n  to  g a in  ad m ittan ce  to  a fo re ig n  m arket. By combin­
ing w ith  ano ther company, u s u a l ly  from the h o s t co u n try , a m erger is  
com pleted. As in  th e  case  of S o p a lin , the  firm  was u t i l i z e d  as  a p l a t ­
form from which th e  a c q u ir in g  company could  launch th e  sa le  o f  i t s  t r a d e -  
marked consumer goods. Thus, K im berly-C lark  was ab le  to  ga in  a fo o th o ld  
in  F rance and C e n tra l Europe.
In  a d d itio n  to  j o i n t  v e n tu re s  w ith  fo re ig n  com panies, th e re  were
a number o f  a f f i l i a t i o n s  u n d ertak en  as dom estic jo in t  v e n tu re s .  An
example i s  the  G eorgia based  Brunswick Pulp and Paper Company o f  which
S c o tt  and Mead a re  coequal owners. With th e  jo in t  c o n tro l  o f the two
owners, Brunswick has ga ined  a c c e s s  to  la rg e  sums o f  c a p i ta l  to  re f in a n c e
i t s  form er indeb tedness as w e ll as to  add to  i t s  p ro d u c tio n  c a p a b i l i t i e s .
Thus, th e  a v a i l a b i l i t i e s  o f S c o tt  and Mead to  f in a n c ia l  re so u rc e s  has
enhanced the  fu tu re  o f Brunsw ick. A nother such v en tu re  invo lved  th e
fo rm atio n  o f  a jo i n t l y  owned s u b s id ia ry  by K im berly-C lark C o rp o ra tio n
and J .  P . S tevens and Company, I n c . ,  to  develop , produce, and m arket
nonwoven m a te r ia ls .  H ere, though s h o r t ru n  re tu rn s  were no t expec ted
to  be s ig n i f i c a n t ,  th e  com bination  o f K im berly -C lark ' s paper making
ex p erien ce  w ith  the  t e x t i l e  s k i l l s  and m arketing  experience  o f  J .  P .
S tevens and Company, shou ld  u l t im a te ly  make th e  new company an im portan t
63fa c to r  in  the  nonwoven f i e l d .  The j o i n t  v en tu re  enab led  a com bination
^̂ Annual Report; 1960. Kimberly-Clark Corporation, p. 16.
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of s k i l l s  to  be merged; a new area  cou ld  be b e t t e r  developed than  i f  
th e  two firm s were to  a c t  in d iv id u a l ly .
A j o i n t  v e n tu re  o f  In te rn a t io n a l  Paper Company and th e  American 
Cyanamid Company gave I n te r n a t io n a l  an o u t l e t  f o r  i t s  by -p ro d u c ts  which 
cou ld  be used  in  th e  m anufactu re o f a number o f  p ro d u c ts . This p rov ided  
I n te r n a t io n a l  w ith  in c re a se d  knowledge in  the a re a  o f chem ica ls . Con­
t r ib u t io n s  were made by th e  re se a rc h  f a c i l i t i e s  o f  American Cyanamid a s  
w e ll a s  by th e  A rizona Chemical Company, which i t  j o i n t l y  owned. The 
S outhern  K ra f t  D iv is io n  m i l l s ,  owned by I n te r n a t io n a l ,a r e  th e  p r in c ip a l  
source  o f supp ly  o f  th e  pu lp  m i l l  by -p roducts  w hich A rizona uses in  
r e f in in g  f a t t y  a c id s ,  r o s in  and tu rp e n tin e  as w e ll  as a v a r ie ty  of 
o rg an ic  chem ica ls fo r  i n d u s t r i a l  u se .^ ^  Thus, th ro u g h  th e  j o i n t  v e n tu re , 
a com plem entary p ro d u c t l in e  was e s ta b l is h e d  by I n te r n a t io n a l .
A nother type o f  m erger ta . th a t  o f  two com panies whose so le  
m o tiv a tio n  i s  "good b u s in e s s ."  In  o th e r  w ords, th e re  is  a " s y n e rg is t ic  
e f f e c t "  when, a s  a combined u n i t ,  the  developm ent p o s s i b i l i t i e s  seem to  
be enhanced s i g n i f i c a n t l y .  I t  appears th a t  a number o f fu tu re  m ergers 
w i l l  fo llo w  along  th e se  l i n e s .  An example i s  th e  m erger of U S.
Plywood and Champion P ap e r. A lthough o u ts id e  th e  scope o f t h i s  s tu d y , 
th e  ba 'sic  p rem ises u n d e rly in g  the c o n so lid a tio n  e x p la in  the  fu tu re  p a th  
th e  in d u s try  may fo llo w . The two companies were o f a lm ost equal s ta tu r e .  
Each c o n tr ib u te d  n e a r ly  h a l f  o f  the  t o t a l  pro  r a t a  s a le s .  Gene Brewer, 
one o f th e  c h ie f  e x e c u tiv e s ,  s a id ,  "This i s  abou t as c lo se  to  a 50-50 
m erger as you can g e t  in  c o rp o ra te  l i f e . " ^ ^  The rea so n  c i te d  fo r  th e
^^Annual R ep o rt: 1966. I n te rn a t io n a l  P ap er Company, p . 18.
^^"The M erger T hat W asn 't Made in  H eaven," F o rb e s . March 15, 1967,
p. 46.
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m erger was th a t  the  o p p o r tu n ity  was j u s t  too  good fo r  e i t h e r  ccsnpany to
p a ss  u p .66 D uring th e  s i x t i e s ,  b o th  companies had u n d ertak en  s ig n i f i c a n t
moves to  in te g r a te  t h e i r  o p e ra t io n s .  USP's in te g r a t io n  backward in to
m anufactu ring  and tibmber p ro p e lle d  i t  forw ard tow ard th e  paper in d u s try
a s  w e ll . At the  same tim e Champion, having made a number o f s im ila r
moves, found i t s e l f  a t  a  p o in t  in  which i t  cou ld  expand only w ith  the
m a rk e t—th e  paper m a rk e t. Thus, b o th  companies began lo o k in g  fo r  a
m ajo r m erger. "No m a tte r  how you looked a t  i t ,  th e  two companies seemed
made fo r  each o th e r .  T h e ir  p ro d u c ts , though d e r iv e d  from a s in g le  raw
m a te r ia l ,  were n o t c o m p e titiv e  and served  r a d ic a l ly  d i f f e r e n t  m arkets ;
67th u s  th e re  was no problem  w ith  th e  J u s t ic e  D epartm en t."  In  a d d i t io n .  
Champion had w anted to  expand to  th e  West C o ast, b u t cou ld  n o t f in d  the  
tim b e r base to  sup p o rt i t s  o p e ra t io n s .  U. S. P lyw ood 's tim b erlan d s a re  
co n c e n tra te d  on th e  West C oast. S in ce  th e re  w i l l  be le s s  dependence 
upon a s in g le  m arke t, th e  newly formed company w i l l  reduce  v a ry in g  
resp o n ses  to  c y c l ic a l  in f lu e n c e s .  And l a s t l y ,  th e re  w i l l  be a g re a te r  
u t i l i z a t i o n  o f th e  co n ça n y 's  tim ber re s o u rc e s . S ince  th e  company can now 
move in to  a number o f h ig h e r  va lu e-ad d ed  p ro c e s s e s ,  such  as  saw m ill 
o p e r a t io n s ,  th e  o v e ra l l  economic p ro sp e c ts  o f th e  company have been 
im proved. "A b a s ic  purpose o f th e  m erger i s  see in g  t h a t  each t r e e  in  
th e  f o r e s t  i s  co n v erted  to  i t s  h ig h e s t  v a lu e ."6®
As a r e s u l t  o f th e  m erger, the combined ass-ets a re  $798 m ill io n  
and n e t  s a le s  a re  $1,036 m i l l io n ,  b o th  o f  which would ran k  th e  new
66ib id .
6? I b id . .  p . 48.
^^Annual Report; 1966. U. S. Plywood-Champion P apers, I n c .,
p . 10.
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e n te r p r is e  among the  I n d u s t r i a l  g ia n ts .  W ith in  th e  in d u s try ,  only 
I n te r n a t io n a l  P ap er would rank  ahead o f i t .  In  term s o f p ro d u c t d iv e r s i ­
f i c a t i o n ,  th e re  a re  few companies which could  b o a s t o f such v a r ie ty .
The im portance o f the m erger, in  term s of th i s  s tu d y , i s  th e  f a c t  th a t  
two companies h ad , so to  speak, reached  th e  l im i t  w ith in  t h e i r  own 
in d u s try .  In  o rd e r  to  s a t i s f y  con tinued  c o rp o ra te  grow th, b o th  companies 
sought ou t a m erg e r. This move i s  im portan t?-ing> ortan t because i t  sug­
g e s ts  t h a t  o th e r  companies w ith in  th e  in d u s try  w i l l  p u rsue  s im ila r  
m e rg e rs .
T ru ly , m ergers have p layed  a s ig n i f i c a n t  r o le  in  th e  development 
o f  the  paper and a l l i e d  p roducts  in d u s try .  The rea so n s  u n d erly in g  the  
t r a n s a c t io n s  have been numerous. Many tim es th e  p rim ary  m otives seemed 
to  o v e r la p . N e v e r th e le s s , the  u n d erly in g  m otives o f  v a r io u s  m ergers 
seemed to  emerge which cou ld  then  be co n sid e re d  a s  a means o f ach iev ing  
c o rp o ra te  g o a ls .  Even though m erger a c t i v i t y  among th e  10 most a c t iv e  
a c q u i s i to r s  ap p ea rs  to  be waning d u ring  th e  s i x t i e s ,  i t  would seem th a t  
in  l i g h t  o f  su ch  m ergers as S c o tt Paper w ith  S. D. Warren Company, and 
U. S. Plywood w ith  Champion Paper th a t  th e  m agnitude o f fu tu re  m ergers 
w i l l  be im p re ss iv e .
CHAPTER V 
FORCES RESTRAINING MERGER ACTIVITY
S ev e ra l fo rc e s  have served  as a r e s t r a i n t  upon th e  merger 
a c t i v i t y  w ith in  th e  p ap er and a l l i e d  p ro d u c ts  in d u s try ;  even though, i t  
would appear from th e  e a r l i e r  d is c u s s io n  th a t  l i t t l e  s tan d s  in th e  way 
o f  a proposed m erger. D esp ite  th e  f lu r r y  o f  m erg e rs , th e re  were a 
number o f  acquisit& ins w hich were u l t im a te ly  te rm in a te d . I t  has a lre ad y  
been no ted  th a t  Champion Paper acq u ired  Montag in  1960 and v o lu n ta r i ly  
d iv e s te d  i t s e l f  o f th e  same company one y ea r l a t e r .  The re s u l t  was a 
b rash  o f s a le s  to  o th e r  c o n v e rte rs  O ther such  examples o f v o lu n ta ry  
d iv e s t i tu r e  o f a c q u ire d  companies w i l l  be d isc u sse d  in  t h i s  ch ap te r.
On th e  o th e r  hand , the im pact o f governm ent re g u la tio n  m ust be 
co n sid ered  to  com plete ly  g rasp  th e  concept o f m erger r e s t r a i n t .  W ithout 
a doubt, the ro le  p la y ed  by governm ental r e g u la t io n  has proved to  be the  
m ajor o b s ta c le  to  unabated  m erger a c t i v i t y .  R eg u la tio n  to g e th e r w ith  
in t e r p r e ta t io n s  by the  c o u r ts  c r e a te s  a fo rm idab le  o b s ta c le  when one 
company d e s ir e s  to  a c q u ire  an o th e r w ith in  th e  same in d u s try .  The a n a ly s is  
to  fo llow  w i l l  view v a r io u s  l e g i s l a t iv e  re g u la t io n s  and a p p lic a b le  c o u rt 
cases from th e  s ta n d p o in t o f t h e i r  im pact upon th e  p ap er and a l l i e d  
p roducts  in d u s try . The rem aining se c tio n s  o f th e  c h a p te r  w il l  d e a l w ith  
o th e r  phenomena, such a s  r i s k ,  which have se rv ed  to  e i t h e r  block a given 
m erger, o r le d  to  the ev e n tu a l d is s o lu t io n  o f a com pleted a c q u is i t io n .
^See p . 110.
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A n ti t r u s t  L e g is la t io n  
D uring th e  econom y's developm ent, th e re  have been th re e  p e r io d s  
g e n e ra l ly  a c c e p te d  as th e  most a c t iv e  fo r  m erger movements, The f i r s t  
g re a t  m erger m ovem ent.occurred d u rin g  th e  l a t e  19 th  c e n tu ry , 1885-1905.
The n ex t s ig n i f i c a n t  p e r io d  o ccu rred  d u rin g  th e  l a t t e r  p a r t  of th e  1920's .  
And th e  m i d - f i f t i e s  to  th e  p re s e n t  encom passes th e  l a s t  im portan t m erger 
p e r io d . Two in t e r e s t i n g  no tes shou ld  be made a t  t h i s  p o in t .  One: 
each p e r io d  o f in c re a s in g  m erger a c t i v i t y  was p re fa c e d  by a new a n t i ­
t r u s t  law w ith , p e rh a p s , the ex cep tio n  o f  th e  f i r s t  m erger e ra .  Second: 
a d e p re s s io n  fo llow ed  im m ediately  on th e  h e e ls  of th e se  waves o f  m erger 
a c t i v i t y .  W ith th e se  p o in ts  in  mind, i t  would be w e ll to  tu rn  to  a 
d is c u s s io n  o f  th e  developm ent o f  a n t i t r u s t  l e g i s l a t i o n  w hich, o f  l a t e ,  
has become a s ig n i f i c a n t  o b s ta c le  in  th e  p a th  o f  m erg e rs.
A n t i t r u s t  laws were no t always c o n s id e re d  as an o b s ta c le  to  
grow th. Even to d a y , c o n s id e r in g  th e  con tinuous d ia lo g u e  of the  Sub­
com m ittee on A n t i t r u s t  and Monopoly, th e  re le v a n c e  o f a n t i t r u s t  laws i s  
s t i l l  w id e ly  d eb a ted . The Sherman A n t i t r u s t  A ct o f  1890 was th e  f i r s t  
a c t  of th i s  n a tu re  p a ssed  by C ongress. The im portance o f  th e  A ct was 
th a t  governm ent had re a c te d  to  th e  developm ent o f in d u s t r i a l  c o n c e n tra ­
t i o n  w ith in  the  p r iv a te  s e c to r  o f  economy; l a i s s e z - f a i r e  economics was 
being  tem pered when th e  government made one o f  i t s  f i r s t  t r u ly  s i g n i f i ­
c a n t in ro ad s  to  th e  b u s in ess  community.
A b r i e f  d is c u s s io n  o f some o f  th e  s e c t io n s  o f th e  Act w i l l  be 
o f  v a lu e  to  th e  a n a ly s i s .  To b e g in , a few comments from the  p re fa c e  of 
a s tu d y  made by P ro fe s s o r  W illiam  Letw in w i l l  be h e lp fu l .  He s t a t e s :
C o n tra ry  to  i t s  p rem ises , th e  p u b lic  does no t e a s i l y  reco g n ize  
w rongs. E s p e c ia l ly  in  the  domain o f econom ic p o l ic y ,  what peop le  
e v e n tu a lly  come to  reg a rd  a s  ^Dongais’ dffeénaàüiain e v i ta b le  b y -p ro d u c t
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o f  arrangem ents th e y  re g a rd  as good and d e s i r a b le .  C o n tra ry  to  
i t s  p re m ise s , th e  l e g i s l a t u r e  does n o t always ex ecu te  the  w i l l  of 
th e  p e o p le . . .becau se  i t  c a n n o t . . . t r a n s l a t e  th a t  w i l l  in to  s t a t u t e s .  
And f i n a l l y ,  s t a t u t e s  do n o t e lim in a te  a l l  p rob lem s.^
P ro fe s so r  Letw in p o in ts  o u t what many econom ists w i l l  r e a d i ly  adm it.
The p u b lic  i s  o f te n  unaware o f  any problem , and more im p o rta n tly , the 
problem s a s s o c ia te d  w ith  l e g i s l a t i v e  d o c tr in e  a re  o f te n  such th a t  the  
cure  i s  o f te n  assumed to  be w orse than  th e  d is e a s e .  T h is was exem plified  
by th e  Sherman A c t. A t th e  tim e o f the  A c t 's  p a s s a g e , the  economy was 
on the upswing; th e  po p u lace  was concerned w ith  a m u lti tu d e  o f problem s 
o f everyday l i v in g ,  n o t  t r u s t s .  C onsider b r i e f l y  the  c o n d itio n s  in  the 
m eat p ack in g  in d u s try  w hich Upton S in c la i r  p re s e n te d  in  h is  book. The 
J u n g l e Even though th e  worker m ight have co n s id e re d  t r u s t s  as u n s a t i s ­
fa c to ry  b u s in e ss  a rran g em en ts , th e re  was l i t t l e  th a t  cou ld  be done to  
change th e  s i t u a t io n .  F o r tu n a te ly ,  Congress reco g n ized  the  problem , 
n o t because  o f i t s  im pact upon th e  workingman, b u t because o f th e  im pact 
on th e  b u s in e ss  community i t s e l f .  Through c u t - th r o a t  p r ic e  co m p e titio n , 
the  t r u s t s  were a b le  to  m onopolize th e i r  m arkets fo r  t h e i r  own economic 
ad v an tag e .
Even though th e re  i s  no unanim ity  o f th e  in t e r p r e ta t io n s  rendered  
by the  C ourts in v o lv in g  th e  Sherman A ct, th e re  i s ,  in  g e n e ra l ,  th e  a c c e p t­
ance o f  th e  fundam ental p rem ises u n derly ing  th e  A ct. F i r s t ,  the  s ta tu te  
was w r i t t e n  to  p re v e n t th e  e x e rc is e  and grow th o f  monopoly power.
Second, th e  purpose o f th e  A ct was to  r e t a i n  and r e s to r e  th e  b u s in ess
^W illiam  L etw in , Law and Economic P o lic y  in  America (New York: 
Random House, 1965), p p . v - x i .
1960).
O
See Upton S i n c l a i r ,  The Jungle  (New York: New American L ib ra ry ,
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p r a c t ic e  o f  f re e  e n try  and p r ic e  co m p etitio n  to  a l l  i n d u s t r i e s .^  In  
o rd e r to  ach iev e  th e se  en d s , th e  v a r io u s  s e c t io n s  o f the Act were s p e c i f i ­
c a l ly  designed  to  e l im in a te  a number o f te ch n iq u es  w hich a re  used  to  
r e s t r i c t  and l im i t  c o m p e tit io n . Such te ch n iq u es  in c lu d e  t r u s t s  and th e  
a c q u is i t io n  o f  th e  s to c k  o f com peting com panies. Of th e  e ig h t  s e c t io n s ,  
th e  f i r s t  two were th e  most s ig n i f i c a n t .
S ec tio n  1. "Every c o n t ra c t ,  com bination  in  the  form o f  t r u s t  or 
o th e rw ise , o r  c o n sp ira c y , in  r e s t r a i n t  o f  t r a d e  or commerce among the  
s e v e ra l  S ta te s ,  o r w ith  fo re ig n  n a t io n s ,  i s  hereby d e c la re d  to  be 
i l l e g a l . "
S ec tio n  2. "Every p e rso n  who s h a l l  m onopolize, or a tte m p t to 
m onopolize, o r  combine o r c o n sp ire  w ith  any o th e r  p erso n  or p e rso n s , to  
m onopolize any p a r t  o f  th e  tr a d e  o r commerce among th e  s e v e ra l  S ta t e s ,  or 
w ith  fo re ig n  n a t io n s ,  s h a l l  be deemed g u i l ty  o f a misdemeanor, and on 
c o n v ic tio n  th e re o f ,  s h a l l  be pun ished  by a f in e  n o t exceeding f iv e  
thousand  d o l l a r s ,  o r by im prisonm ent n o t exceed ing  one y e a r , o r by b o th  
s a id  pun ishm ents, in  th e  d is c r e t io n  o f  the  c o u r t .
The c o u rts  d id  l i t t l e  to  s top  th e  wave o f m ergers which con­
tin u e d  to  sweep the  cou n try  a f t e r  th e  passage o f the  A ct. Given th e  lack  
of p re c is e  d e f in i t i o n  of th e  term s o f  th e  A c t, the  c o u r ts  moved slow ly 
to  f o r e s t a l l  c o rp o ra te  a c q u is i t io n s .  In  e sse n c e , th e  Sherman A ct proved 
to  be inadequate  in  c u r b in g r r e s t r i c t i v e  b u s in ess  p r a c t ic e s .  N e v e rth e le ss , 
the  fo u n d a tio n  fo r  a n t i t r u s t  c o n tro l had been l a id .  But the  in ad eq u acies  
were such th a t  by th e  tim e o f  th e  p r e s id e n t ia l  campaign of 1912, th e
V ern o n  A. Mund, Government and B usiness (4 th  e d .;  New York:
H arper & Row P u b lis h e r s ,  1965), p . 101.
V om m ittee on the J u d ic ia r y ,  The A n t i t r u s t  Laws. A S ta f f  R eport 
to  th e  A n t i t r u s t  Subcom m ittee, H. R ., 88 th  C ong., 2d S e s s . ,  1965, pp . 1 -2 .
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le a d in g  c a n d id a te s  recogn ized  th e  need  fo r  new le g i s l a t i o n .  Soon a f t e r  
th e  e le c t io n  o f  Woodrow W ilson, and under th i s  le a d e r s h ip ,  Congress 
p assed  th e  C lay ton  and F ed era l T rade Commission A c ts .^  There were a 
number o f im p o rtan t se c tio n s  in  th e  A ct, bu t fo r  th e  purpose o f t h i s  
s tu d y  th e  p rim ary Iponoem  was w ith  only  one: s e c t io n  7.
S e c tio n  7 . "T hat no c o rp o ra tio n  engaged in  commerce s h a l l  a c q u ire ,  
d i r e c t l y  o r i n d i r e c t l y ,  the whole o r any p a r t  o f th e  s to ck  o r o th e r  sh a re  
c a p i t a l  o f  a n o th e r  c o rp o ra tio n  engaged a ls o  in  commerce where th e  e f f e c t  
o f  such a c q u i s i t io n  may be to  s u b s ta n t i a l ly  le s s e n  com p etitio n  between 
th e  c o rp o ra tio n  whose s to ck  i s  so  a c q u ire d  and th e  c o rp o ra tio n  making th e  
a c q u i s i t io n  o r to  r e s t r a i n  such commerce in  any s e c t io n  o r community o r 
te n d  to  c re a te  a monopoly of any l in e  of commerce. No c o rp o ra tio n  s h a l l  
a c q u ire ,  d i r e c t l y  or in d i r e c t ly ,  th e  whole o r any p a r t  o f  th e  s to c k  or 
o th e r  sh a re  c a p i t a l  o f  two o r more c o rp o ra tio n s  where the  e f f e c t . . .m a y  
be to  s u b s t a n t i a l l y  le s s e n  c o m p e ti t io n . . .o r  to  r e s t r a i n  such com m erce... 
o r te n d  to  c r e a te  a monopoly of any l i n e  of commerce."^ This s e c t io n  
f u r th e r  s t a t e s  th a t  th e  Act does n o t app ly  to  c o rp o ra tio n s  p u rch as in g  
s to c k  fo r  investm en t purposes . Nor w i l l  th e  A ct p rev en t a c o rp o ra tio n  
from c re a t in g  s u b s id ia ry  co rp o ra tio n s  in  o rd e r  to  c a r ry  ou t law fu l b u s i ­
n ess  e n d ea v o rs .
The purpose o f  s e c tio n  7 was to  thw art m ergers in  t h e i r  u t i l i z a ­
t io n  o f  th e  a c q u is i t io n  o f s to c k .  The Sherman A ct was b a s ic a l ly  p u n i t iv e ;  
th e  government cou ld  proceed a g a in s t  m ergers on ly  i f  a r e s t r a i n t  of tra d e  
o r  monopoly was e v id e n t.  Since a ty p ic a l  m erger, p r io r  to  1914, was
^Asher Is a a c s  and Reuben E. S le s in g e r ,  B u sin ess . Government and 
P u b lic  P o lic y  (P r in c e to n : D. Van N ostrand  Company, I n c . ,  1964), p . 133.
^The A n t i t r u s t  Laws, p i  6.
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com pleted by a c q u ir in g  th e  s to c k  o f  a c o m p e tito r , s e c t io n  7, on th e  
s u r fa c e ,  shou ld  have proved to  be a fo rm idab le  o b s ta c le  to  th i s  te ch n iq u e  
o f a c q u i s i t io n .  The A ct s p e l l s  o u t in  d e t a i l  th a t  one c o rp o ra t io n  may 
no t a c q u ire  the s to c k  o f  an o th e r  c o rp o ra tio n  i f  the e f f e c t  o f th e  a c q u is i ­
t io n " . . .m a y  be to  s u b s t a n t i a l l y  le s s e n  c o m p e ti t io n .. .o r  to  r e s t r a i n  such 
commerce. . .  o r te n d  to  c r e a te  a m o n o p o ly ..."  by such a c t io n .  U n fo rtu n a te ly  
as John Maynard Keynes would say , "There i s  many a s l i p  between cup and 
l i p . "  In d eed , th i s  seemed to  be th e  ca se  o f s e c tio n  7 , a t  l e a s t  u n t i l  
th e  1950' s .
The c o rp o ra te  m inds, p a r t i c u l a r ly  th e  c o rp o ra te  law y ers , no ted  
th a t  th e  A ct s a id  n o th in g  abou t th e  a c q u is i t io n  of a  f i r m 's  a s s e t s .
Thus, a s i t u a t io n  com parable to  th e  opening of P an d o ra 's  Box was th r u s t  
upon the  w orld  o f m erg e rs . Problem s a ro se  and abounded. There was no 
ex ac t w ording which would e l im in a te  the  a c q u is i t io n  of a s s e ts  of one 
f irm  by a n o th e r ,  even though th e  a c q u i s i t io n  of s to ck , p ro h ib i te d  by 
law in  c a se s  where c o m p e titio n  would be red u ced , had been employed as 
p a r t  of th e  a c q u i s i t io n .  " In  th e  f i r s t  t h i r t y - s i x  y e a rs  a f t e r  1914, 
d e c is io n s  under th e  C lay to n  A ct appear to  have blocked on ly  two in d u s t r i a l  
m e rg e rs ."8
Numerous r e p o r ts  by th e  FTC had n o te d  how i t s  a c t i v i t i e s  were
hampered in  p o l ic in g  m e rg e rs . The Temporary N atio n a l Economic Committee
recommended th a t  l e g i s l a t i o n  be in a c te d  to  in c lu d e  d i r e c t  p h y s ic a l a s s e t
0
a c q u i s i t io n  as one o f th e  i l l e g a l  m erger te ch n iq u es . D uring th e  l a t e
Q
Donald Dewey, Monopolv in  Economics and Law (C hicago; Rand 
McNally & Company, 1959), p .  219.
9
Is a a c s  and S le s in g e r ,  o p . c i t . .  p . 143.
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1940's  the  Subcomm ittee on th e  Study o f  Monopoly Power h e ld  h e a rin g s
on a n t i t r u s t  law s. "Armed w ith  subpoena pow er, th i s  subcom m ittee has
been d ir e c te d  to  make a sea rch in g  in q u iry  in to  the  p re s e n t a n t i t r u s t
laws and to  r e p o r t  the r e s u l t s  o f i t s  s tu d ie s  and in v e s t ig a t io n s  w ith
such recom m endations fo r  l e g i s l a t i o n  as may be deemed d e s i r a b le ,"  was
w r i t t e n  as  p a r t  o f the  in tro d u c to ry  s ta tem en t made by th e  Chairman,
Emanuel C e l le r .^ ^  A w itn e s s .  Dr. Hohn M. B la ir  o f the  F e d e ra l Trade
Commission, in  d is c u s s in g  th e  m onopo lization  problem , n o ted  th a t  th e
use o f  the  Sherman A ct had been q u i te  in e f f e c t iv e  in  c u r ta i l in g  monopoly
c o n tro l over th e  m arket which r e s u l t s  from th e  c o n c e n tra tio n  o f pow er,
th rough g re a t  s i z e ,  th rough  g re a t  power, th rough  th e  c o n s o lid a tio n  o f
th e  d i f f e r e n t  in d ependen t firm s in to  one or a few la rg e  c o rp o ra t io n s .^ ^
He commented f u r th e r :
Today, m ost o f the a n t i t r u s t  cases o f th e  Departm ent o f J u s t i c e ,  
a re  cases a g a in s t  th i s  form of a c t io n  (c o llu s io n )  by independen t 
p ro d u c e rs . There a re  r e l a t i v e ly  few a c t io n s  a g a in s t  th e  problem  
o f s i z e  and  power, a g a in s t  th e  problem  o f com bine.. .The F ed e ra l 
Trade Commission has a b s o lu te ly  no le g a l  b a s is  w hatsoever to  suppo rt 
an a c t io n  a g a in s t  the  problem  o f  e x is t in g  s iz e .  And because o f  th e  
loopho le  (d is c u s s e d  ab o v e), i t  cannot tak e  e f f e c t iv e  a c t io n  a g a in s t  
th e  problem  o f th e  in c re a s e d  s iz e  th rough  a c q u is i t io n  and m e rg e r s . . .  
Throughout th e  y e a rs ,  c o rp o ra t io n s ,  by in c re a s in g  th e i r  s iz e  and 
pow er, have been a b le  to  ach ieve th a t  which was s p e c i f i c a l ly  and 
c a te g o r ic a l ly  denied  when i t  accom plished by c o l lu s iv e  a c t io n  among 
independen t p ro d u c e rs . . . the d e c is io n s  o f th e  Supreme C ourt in  th e  
U. S. S te e l  ca se  and in  the I n te r n a t io n a l  H arv es te r c a s e , s t a t i n g  
in  e f f e c t  th a t  s iz e  and power in  and o f i t s e l f ,  no m a tte r  how g r e a t ,  
d id  n o t c o n s t i tu te  a v io la t io n  of the law, e f f e c t iv e ly  b locked  o f f  
v ig o ro u s  e f f e c t iv e  d is s o lu t io n  a c t io n s .
Thus, the  tem per o f the tim es was such t h a t ,  in  1950, Congress amended
s e c t io n  7 w ith  th e  C e lla r-K efau v e r A ct. The new s e c t io n  re a d s  as  fo llow s;
^^S tudv o f  Monopolv Pow er. H earings b e fo re  th e  Subcommittee on 
Study of Monopoly Power, 8 1 s t Cong., 1 s t  S e s s . ,  p t .  1 , 1949, p . 1.
l l l b i d . . p . 193.
^^ Ib id . .pp. 194-195.
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"S e c tio n  7 . That no c o rp o ra tio n  engaged in  commerce s h a l l  acqu ire , 
d i r e c t ly  o r in d i r e c t l y ,  th e  whole o r any p a r t  o f  th e  s to c k  o r o th e r  share  
c a p i ta l  and no c o rp o ra tio n  s u b je c t  to  th e  ju r i s d i c t i o n  o f the F e d e ra l 
Trade Commission s h a l l  a c q u ire  th e  whole o r  any p a r t  o f  the a s s e ts  o f 
a n o th e r c o rp o ra tio n  engaged in  commerce, where in  any l i n e  o f commerce in  
any s e c t io n  o f  the  c o u n try , th e  e f f e c t  o f  such a c q u is i t io n  may be sub­
s t a n t i a l l y  to  le s s e n  co m p e titio n , o r to  tend  to  c re a te  a monopoly.
The C e l le r  Amendment has f u r th e r  extended th e  coverage o f  the  Act
to  b r in g  under i t s  ju r i s d i c t i o n  a l l  types  of m e rg e r s - -v e r t ic a l ,  market
e x te n s io n , c o n g lo m e ra te -- in s te a d  o f  the  b a s ic a l ly  h o r iz o n ta l  ty p e s , j u s t
so  long a s  th e  e f f e c t s  o f the m erger le s s e n  co m petition  in  any m arket:
14p ro d u c t o r geo g rap h ic . N e v e rth e le ss , th e  is su e  rem ains c le a r  th a t  
in  o rd e r  to  ch a llen g e  any m erger o r proposed m erger, th e  government needs 
only to  show th a t  th e  "p ro b ab le"  e f f e c t  o f  such a com bination w i l l  tend  
to  le s s e n  co m p e titio n  s u b s t a n t i a l l y .  The c o u r ts ,  i t  i s  e v id e n t, w il l  
have to  dec ide  on a c a s e - to -c a s e  b a s is  w hether th e  m erger or proposed 
m erger w i l l  r e s u l t  in  th e  claim ed p ro b ab le  e f f e c t .
No m a tte r  how a r b i t r a r y  i t  may ap p ea r, th e re  a re  c e r t a in  fa c to rs  
which u s u a lly  e x i s t  b e fo re  a m erger i s  ch a llen g e d . P ro fe s so r  Sumner 
Marcus n o te s  th a t  th e  Departm ent o f  J u s t i c e ,  charged w ith  the re s p o n s i­
b i l i t y  fo r  e n fo rc in g  th e  m erger law ,hhas used , a t  one tim e or a n o th e r , the  
fo llo w in g  c r i t e r i a  in  de term in ing  w hether o r n o t to  c h a llen g e  a merger:
1. The m arket share  o f the  firm s invo lved  in  the  m erger.
2. The le v e l  of c o n c e n tra tio n  in  th e  m arket—b e fo re  and a f t e r  the  
m e rg e r.
3. W hether the  m erger w i l l  g iv e  th e  r e s u l t a n t  f irm  "some com peti­
t i v e  advantage which may be d e c is iv e ."
^^The A n t i t r u s t  Laws, pp. 6 -7 .
^ ^ Isa a c s  and S le s in g e r ,  op . c i t . .  p . 144.
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4 . Whether th e  firm  being  e lim in a te d  i s  a " p a r t i c u la r ly  v igo rous 
c o m p e tito r ."
5 . Whether th e re  has been a re c e n t tr e n d  o f  m ergers on the  p a r t  of 
th e  firm  o r i t s  in d u s try .
6. W hether th e re  i s  s u b s ta n t i a l  danger t h a t  th e  m erger w i l l  t r ig g e r
o th e r s .
7. The economic power o f the  merged com panies.
8. W hether e n try  in to  a m arket i s  d i f f i c u l t .
9. Whether demand fo r  th e  in d u s t r y 's  p ro d u c t is  in c re a s in g .
However, th e  J u s t i c e  D epartm ent does n o t f re q u e n tly  c h a llen g e  m ergers.
But th e  concern  h e re  i s  more w ith  how a g iv en  m erger w i l l  be reg ard ed  
by th e  F e d e ra l T rade Commission s in c e , as  n o te d  e a r l i e r ,  the com plain ts 
i n s t i t u t e d  by th e  FTC f a r  out-w eighed th o se  b rou g h t by th e  J u s t ic e  
D epartm ent.
M ergers C hallenged by Government Agencies 
"H ere, as under th e  Sherman A ct, th e  r e le v a n t  m arket must be 
d e f in e d . And h e re ,  as e lsew here  under th e  C lay ton  A c t, the im pact o f 
th e  law depends upon th e  meaning g iven  by th e  enforcem ent agenc ies  and 
th e  c o u rts  to  th e  words 'm a y ,' 's u b s t a n t i a l l y , '  and ' t e n d , '" ^ ^
R elevan t M arket
In  C hap ter I I I ,  th e  a c q u is i t io n s  w hich were ch a llen g ed  by th e  
F ed era l Trade Commission and th e  Departm ent o f  J u s t ic e  were l i s t e d .
In  f a c t ,  th e re  were 6 and 2 a c q u is i t io n s  c h a lle n g e d  r e s p e c t iv e ly  by th e se  
a g e n c ie s . The m a jo r i ty  o f th e  FTC com pla in ts  came during  th e  m id -1 9 5 0 's . 
The J u s t ic e  D epartm ent com pla in ts  in v o lv ed  a m erger by K im berly-C lark  in  
1962, and one by West V irg in ia  in  1960, which a p p a re n tly  would le s s e n  
com p etitio n  w ith in  th e  r e le v a n t  m arkets se rv ed  by th e  m erger.
^^Sumner M arcus, C om petition  and the  Law (Belmont: Wadsworth
P u b lish in g  Company, I n c . ,  1967), p . 33.
^ ^ C la ir  W ilcox, P u b lic  P o l ic ie s  Towards B usiness ( re v . e d .;  
Homewood: R ichard  D. I rw in , I n c . ,  1960), p . 154.
^^See pp. 89-93.
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I t  should  be n o ted  h e re  th a t  th e  u t i l i z a t i o n  o f the  consen t 
d ec re e , o r consent o rd e r ,  has gained  in  accep tan ce ; a s  a consequence, 
the  need fo r  c a r ry in g  th e  com plain t th rough  a number o f  c o u r ts  i s  o f te n  
e l im in a te d . The b u s in e ss  community has a p p a re n tly  r e a l iz e d  th a t  s e c tio n  
7 has t r u ly  become a pow erfu l a n t i t r u s t  weapon which can be used e f f e c t iv e  
t i v e ly  a g a in s t m erg e rs. As a r e s u l t ,  more companies a re  tu rn in g  to  
a p p ro p r ia te  governm ental ag en c ie s  p r io r  to  th e  form al m erger agreem ent 
in  o rd e r to  determ ine th e  a c c e p ta b i l i t y  o f th e  p roposed  m erger as viewed 
through th e  eyes o f  th e  re g u la t in g  a g e n c ie s . One f a c to r  th a t  has 
encouraged th i s  approach  i s  th e  c o u r ts  them selves. For in s ta n c e ,  a s e r ie s  
o f c o u r t  l i t i g a t i o n s  may w e ll ta k e  a decade, perhaps lo n g e r, b e fo re  th e  
case i s  u l t im a te ly  s e t t l e d  by th e  Supreme C o u rt. I f  th e  com plain t cou ld  
be n ipped  in  the  bud by ask in g  f o r  an op in ion  p r io r  to  th e  com pletion  o f 
the  m erger, len g th y  l i t i g a t i o n s  cou ld  p o s s ib ly  be reduced . C onsider the  
case  invo lv ing  Crown Z e lle rb a c h . The FTC com plain t was is s u e d  in  th e  
e a r ly  p a r t  o f 1954, w ith  th e  Supreme C ourt denying c e r tm o ra r i  in  1962.
By t h i s  tim e, th e  a c q u ire d  f a c i l i t i e s  had , in  a s e n se , become an in te g r a l  
p a r t  o f th e  a c q u ir in g  company. "S ince S t .  H elens was bought in  1953 and 
f u l ly  merged in to  Crown Z e lle rb a c h  by 1955, th e  q u e s tio n  a r i s e s  w hether 
or n o t th e  a s s e ts  o f  th e  two companies can be unscram bled to  make d i v e s t i ­
tu re  fe a s ib le ." ^ ®  T h is problem  was such  th a t  even th e  FTC was t ry in g  to  
avo id  the  com plica ted  unscram bling  p ro cess  by a sk in g  Congress fo r  th e  
a u th o r i ty  to  seek c o u r t  in ju n c tio n s  a g a in s t  th o se  m ergers pending  th e  
FTC's d e te rm in a tio n  o f th e i r  l e g a l i t y .
^^Paper S a le s . A p r i l ,  1957, p . 10. 
l^ Ib id .
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I t  was m entioned  above th a t  th e  FTC ch allenged  th e  m erger
between Crown Z e lle rb a c h  and S t .  H e len s . The case  was one o f th e  f i r s t
m ergers to  be ch a llen g e d  under th e  amended s e c t io n  7. F u rtherm ore , i t
was n o t s e t t l e d  by a  consen t o rd e r ,  b u t r a th e r  i t  was one of th e  few
l i t i g a t e d  ca ses  in v o lv in g  a l le g e d  a n t i t r u s t  v io la t io n s .  In  f a c t ,  th e
case was th e  f i r s t  a n ti-m e rg e r  case  in v o lv in g  th e  paper in d u s try ,  which
2Ûwas to  reac h  an a p p e a ls  c o u r t .
The com plain t was is su e d  on F ebruary  15, 1954. The d e c is io n  by 
th e  FTC was rendered  December 26, 1957, n e a r ly  four y e a rs  a f t e r  the  
i n i t i a l  c o n ç la in t had been  f i l e d .  The h e a rin g  examiner had found th a t  
th e  a c q u is i t io n  o f  S t .  Helens by Crown Z e lle rb a c h  had the  e f f e c t  o f sub­
s t a n t i a l l y  le s s e n in g  c o m p e titio n  and tended  to  c rea te  a monopoly in  the 
r e le v a n t  l in e  o f commerce. T h is was in  v io l a t i o n  of s e c t io n  7 o f  th e  
C layton  A ct, as a m e n d e d . A t th e  tim e o f  th e  merger Crown Z e l le rb a c h 's  
n e t  s a le s  were $253 m i l l io n ,  and S t .  Helena had n e t s a le s  o f ap p ro x i­
m ately  $9 m i l l io n .  The m erger was com pleted through an exchange o f s to ck  
which was v a lu ed  a t  app rox im ate ly  $9 .6  m i l l io n .  Since th e  h ea rin g  
exam iner had found a g a in s t  the m erger. Crown Z e lle rb ach  (sometimes 
r e f e r r e d  to  as Crown) c i t e d  th re e  p rim ary  argum ents in  th e  appea l which 
were as fo llow s:
1. T hat th e  l in e  of commerce i s  t r a d e  co a rse  paper r a th e r  than  
census co arse  paper as determ ined  by th e  hearing  exam iner;
2. T hat th e  a p p ro p r ia te  s e c t io n  o f th e  country i s  th e  N atio n , 
or a t  l e a s t  th e  a re a  w est o f th e  M iss is s ip p i R iver r a th e r  
th an  the  11 W estern S ta te s  as determ ined  by the  hearin g  
exam iner; and
^^Paper S a l e s . August ,  1959, p .  9,
2 I5 4  F.T.C.  769
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3. T hat the  a c q u is i t io n  o f  S t .  H elens does n o t have th e  p o te n ­
t i a l i t y  o f adverse  co m p e titiv e  consequences p ro h ib i te d  by 
s e c tio n  7.22
Thus, two b a s ic  is s u e s  must be re s o lv e d ; th e  re le v a n t m arket and the
c o n p e t i t iv e  a sp e c ts  o f th e  c o n s o l id a t io n .  As to  th e  f i r s t  i s s u e -
re le v a n t  m arke t—th e  Commission found:
In  1952, 85 p e rc e n t of S t .  H e le n 's  dom estic s a le s  were in  the  11 
W estern S ta te s .  The P a c i f i c  C oast S ta te s  a lo n e  accounted  fo r  88.7 
p e rc e n t o f  i t s  s a le s  w ith in  th e  11 W estern S ta te s  and 75 .4  p e rce n t 
o f i t s  s a le s  in  the U nited  S ta t e s .  Respondent a ls o  so ld  80 to  
85 p e rc e n t o f  i t s  p ro d u c ts  com parable to  those  produced by S t.
H elens in  th e  11 W estern S ta te s  w ith  th e  g re a te r  p o r t io n  being 
so ld  in  th e  P a c i f ic  Coast S ta t e s .
The Commission no ted  th a t  f a c to r s  such as  th e  p re fe re n c e s  o f  p u rch ase rs  
and th e  h ig h  c o s t o f sh ipp ing  over long d is ta n c e s  r e s u l te d  in  th e  e f f e c ­
tiv e  s e p a ra t io n  o f th e  W estern S ta te s  from th e  r e s t  o f the  co u n try . "The 
re le v a n t m arket h ere  is  a s u b s t a n t i a l  m a r k e t . T h e  in d u s t r y 's  t o t a l  
p ro d u c tio n  o f  coarse  papers in  th e  West was 455,934 tons which was shared  
among the  v a r io u s  w este rn  p ro d u cers  as shown in  Table 28. Crown Z e l le r ­
bach was by f a r  th e  most s ig n i f i c a n t  p roducer w ith  S t .  H elens rank ing  as 
the  fo u r th  l a r g e s t  p roducer a t  th e  tim e of th e  a c q u is i t io n .  The Commis­
s io n  co n s id e re d  th a t  a combined t o t a l  o f 62.5 p e rc e n t o f  w este rn  produc­
tio n  c o n s t i tu te d  a predom inant sh a re  o f th e  m arke t, in  s p i te  o f  i t s  
r e l a t iv e  i s o la t io n .  On th e  o th e r  hand, th e  Commission no ted  th a t  Crown, 
S t. H elens, Longview, and S t. R eg is , in  com bination , produced 93.9 p e r ­
cen t o f  th e  t o t a l  in  1954. "Of th e  fo u r ,  only  Crown, S t .  H elens and 
Longview F ib re  Company so ld  a r e l a t i v e l y  broad l in e  o f  w rapping p ap ers .
Ẑ Ib id . .  p . 799.
^^I b id . . p . 802.
24 ib id . .  p . 803.
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TABLE 28
COARSE PAPER PRODUCTION, 
IN THE WEST, BY COMPANY 
1954
Company P ro d u c tio n
(Tons)
P e rc e n t o f 
T o ta l
Crown Z e lle rb a c h  C orp . 242,539 53.2
Former S t .  H elens 49,317 10.8
Longview F ib re  Co. J80,108 17.6
S t .  R egis P aper Co. 6,068 12.3
Oregon Pulp  & Paper Co. and
Columbia R ive r P aper Co. 14,540 3 .2
P u b lis h e rs  Paper Co. 6,929 1 .5
P o t la tc h  F o r e s t s , In c . 4,990 1 .1
In lan d  Empire Paper Co. 681 .1
F ib reb o a rd  P roducts  Co. 81
Simpson P aper Co. 377 .1
W eyerhaeuser Timber Co. 304 .1
T o ta l 455,934 100.0
Source: 54 F .T .C . 769, p . 802.
bag papers  and a l l i e d  p apers which was o f  p a r t i c u la r  im portance to  the
jo b b e r t r a d e . . .Longview F ib re  C o ., w h ile  i t  produced and so ld  a r e l a t i v e ly  
broad l i n e ,  conv erted  a s u b s ta n t ia l  p o r t io n  o f i t s  p ro d u c tio n  and so ld  
jobb ing  p ap ers  to  only th re e  j o b b e r s . T h u s ,  th e  FTC concluded th a t
th e re  were two im m ediate r e s u l t s  from th e  a c q u is i t io n .  F i r s t ,  a f u l l y
in te g ra te d  c o m p e tito r having i t s  own tim ber r e s e rv e s ,  pu lp  m anufactu ring  
and c o n v e rtin g  f a c i l i t i e s  as w e ll as  having  f u l ly  developed t r a d e  o u t l e ts  
was e lim in a te d . S econdly , the  s iz e  o f  Crown Z e lle rb a ch  was s ig n i f i c a n t ly  
in c re a se d  in  the  r e le v a n t l in e  o f  commerce in  which i t  a lre a d y  had a 
commanding le a d . I t  was fu r th e r  n o ted  in  th e  op in ion  th a t  jo b b e rs  must
^^Ibid.
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have a dependable so u rce  o f supply  o f a wide range of p apers  in  the
r e le v a n t l i n e ,  to  be c o m p e tit iv e .
Very few p ro d u ce rs  in  the  West su p p lie d  a s u b s ta n t i a l ly  broad l in e  
o f  such p a p e rs ,  and s u p p lie s  o u ts id e  the  West were g e n e ra l ly  un­
r e l i a b l e  s o u rc e s , p a r t i c u l a r l y  in  tim es o f  paper s h o r ta g e s . C le a r ly ,  
w ith  th e  e l im in a tio n  o f S t .  H elens, w este rn  jo b b e rs  g e n e ra lly  have 
been s e v e re ly  r e s t r i c t e d  as to  sources from w hich the  r e le v a n t  papers  
may be p u rch ased . I t  l ik e w ise  appears th a t  many c o n v e r te rs  which 
fo rm erly  cou ld  look  to  S t .  H elens fo r  pu rchases o f the  r e le v a n t  
-papers m ust now depend upon Crown as a p rim ary  source o f  supp ly , a 
company which i s  a  m ajor co m p e tito r s in c e  Crown co n v e rts  a su b s ta n ­
t i a l  sh a re  o f  i t s  p ro d u c t io n .^6
The Commission added th a t  th e re  was l i t t l e  ev idence th a t  th e  co m p e titio n  
which S t .  H elens had p ro v id ed  would be e f f e c t iv e ly  rep la c e d  in  th e  f o r e ­
se e a b le  f u tu r e .  Nor would p o s s ib le  e n tra n ts  produce th e  b road  l in e  of 
p ap ers  needed to  su p p ly  th e  jo b b e rs  and c o n v e r te rs , nor would they  p ro ­
v id e  th e  e x t r a  s e r v ic e s  th a t  had become custom ary from S t. H e le n 's  
m i l l s .  "Under th e  c irc u m sta n c e s , i t  does n o t appear th a t  new e n tra n ts  
w i l l  m easurably  o f f s e t  th e  le s s e n in g  o f co m p etitio n  ap p aren t in  t h i s  
r e c o r d . T h u s ,  th e  o p in io n  o f FTC was". . . th a t  th e  e f f e c t  of t h i s  
a c q u is i t io n  may be s u b s t a n t i a l l y  to  le s s e n  co m p e titio n  or te n d  to  c r e a te
OO
a monopoly in  th e  r e le v a n t  l i n e  o f  commerce. . .
The l a s t  i s s u e  in v o lv ed  in  th e  case was the  re s p o n d e n t 's  argument 
th a t  th e  o rd e r  o f  d iv e s t i t u r e  c i te d  by the  exam iner was u n reaso n ab le . I t  
was argued by Crown th a t  new m achinery was added and th a t  inq>rovements 
to  S t .  H elens' p ro p e r ty  were com pleted , to ta l in g  app rox im ate ly  $14 m i l l io n .  
T h e re fo re , s in c e  th e  p ro p e r ty  had been s u b s ta n t i a l ly  added to  o r im proved, 
i t  would be u n reaso n ab le  to  a tte m p t to  d is jo in  th e  two com panies. The
ZG lb id . . p .  804.
^^ I b id .
2 8 ib id .
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Commission r e je c te d  t h i s  l in e  of reaso n in g  by n o tin g  th a t  " . . .  c l e a r ly ,  
th e  broad  purpose o f th e  s t a tu te  cannot be th w arted  m erely because 
responden t has commingled i t s  own a s s e ts  w ith  th o se  o f th e  acq u ired  firm.'*^^
I n  e ssen ce , th e  Commission sup p o rted  th e  h ea rin g  exam iner, and th e  
s ta g e  was s e t  fo r  j u d i c i a l  rev iew . The d e c is io n  was ap pea led , and reached  
th e  c i r c u i t  c o u r t  in  1961. The C ourt ag a in  was asked  to  co n s id e r the  
a c q u is i t io n  as one w hich would s u b s ta n t i a l ly  le s s e n  co m p e titio n , o r  tend  
to  c re a te  a monopoly in  the  l in e s  o f commerce. The r e le v a n t m arket was 
accep ted  as a th r e e - s t a t e  a re a  in  which Crow n's m arket share  was d e te r ­
mined to  be abou t 51 p e rc e n t in  p ro d u c tio n , as w e ll as s a le s ,  in  d o l la r  
v a lu e s . S t .  H elens accoun ted  fo r  12 p e rc e n t of th e  p ro d u c tio n  and 11 p e r ­
cen t o f th e  s a l e s . To decide  the  re lev an cy  o f  th e se  f ig u re s  th e  Court 
tu rn ed  to  the I n t e r s t a t e  Commerce Commission, which showed n e a r ly  90 
p e rc e n t o f  w rapping p ap e r and bags were sh ipped  from P a c i f ic  C oast m i l l s .
I t  was noted  th a t  Longview, th e  second l a r g e s t  p ro d u ce r, so ld  85 p e rc e n t 
o f i t s  p ro d u c ts  to  B lak e , M o f f i t t ,  and Towne, w hich was to  be a c q u ire d  by 
K im berly-C lark  in  1961. The C ourt found th a t  p r io r  to  the  m erger Crown 
produced 57.2 p e rc e n t  o f the  t o t a l  tonnage o f  w rapping paper in  th e  W est, 
whereas S t .  H elens produced 21.3 p e rc e n t.  A f te r  th e  merger th e  combina­
t io n  produced 7 7 .6  p e rc e n t o f the t o t a l .  Such a predom inance o f  p roduc­
t io n  appears to  be n o t on ly  a th r e a t  to  p o s s ib le  co m p e titio n , b u t as  th e  
C ourt n o ted , th e  s i t u a t io n  would appear to  approach  monopoly p ro p o r t io n s . 
B ut, th e  is su e  was n o t  th e  mere p o s s i b i l i t y  o f  le s se n in g  co m p e titio n . I t  
was th e  in d ic a t io n  th a t  co m petito rs  would be h u r t .  F urtherm ore , a lth o u g h  
th e  m erger m ight be in te n d e d  to  in c re a se  e f f i c i e n c i e s ,  the C ourt co n s id e red
2 9 lb id .
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th e  d esig n  of th e  law to  be to  avo id  an in c re a s e  i n  th e  r e l a t i v e  s iz e  o f  
th e  m arket o f th e  a c q u ir in g  f irm , i f  such an in c re a se  would th re a te n  i t s  
c o m p e tito rs . I t  is  notew orthy th a t  the  C o u r t 's  concern was w ith  com peti­
t o r s ,  n o t consum ers. S ince th e  jo b b e rs  now had to  tu rn  to  Crown, th e
in fe re n c e  was t h a t  co m p e titio n  was th re a te n e d  because no c o n tra d ic to ry
30testim ony  was c i t e d .
On th e  o th e r  hand. Crown argued th a t  p o te n t ia l  new e n tra n ts
should  be taken in to  c o n s id e ra tio n  when a com parison o f Crown's p o s i t io n
w ith  o th e r  co m p e tito rs  was made. The co u rt r e je c te d  th i s  argument
because i t  could  n o t allow  a m erger which would o r d in a r i ly  be p r o h ib i te d ,
j u s t  because th e re  m ight e x i s t  p ro sp e c tiv e  e n t r a n ts  to  th e  m arket th a t
31would o f f s e t  the  consequences of th e  m erger. I t  i s  i n t e r e s t in g  to  n o te  
t h a t  e a r l i e r  b o th  th e  C ourt and Commission s ta t e d  th a t  th e  m erger would 
p ro b ab ly  s u b s t a n t i a l l y  le s s e n  co m p e titio n . Y et th e  p r o b a b i l i ty  th a t  
e n t r a n ts  would p ro v id e  co m p etitio n  was r e je c te d  as a d e fen s iv e  argument 
f o r  the  m erger.
The C ir c u i t  C ourt upheld  th e  Commission. A f te r  th e  m erger, th e  
r e le v a n t  m arket sh a re  was co n s id e re d  as b e in g  too  la rg e ; i t  would p robab ly  
be a p o te n t ia l  t h r e a t  to  th e  o th e r  co m p e tito rs . Crown Z e lle rb a c h  appea led  
to  a h ig h e r c o u r t ,  b u t a s  no ted  e a r l i e r ,  the  Supreme C ourt denied 
c e r t i o r a r i . D iv e s t i tu r e  was com pleted in  1964, and th e  commingled a s s e t s  
w ere d iv id ed .
Im pact on C om petitors
A t the tim e th a t  th e  o r ig in a l  com plaint a g a in s t  Crown Z e lle rb a c h  
was being  decided  by th e  FTC, th e  s to ck h o ld e rs  o f I n te r n a t io n a l  P ap er,
30296 F2d 800.
^ 4 b id .
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L ong-B ell Lumber C o rp o ra tio n  and L ong-B ell Lumber Company approved a p la n  
to  merge. T h is  was November 5 , 1956. The n e x t day th e  FTC f i l e d  a com­
p l a i n t  ch arg in g  th a t  th e  a c q u is i t io n  by I n te r n a t io n a l  was in  v io la t io n  o f 
s e c t io n  7 of th e  C lay ton  A c t. The FTC tu rn e d  to  a C i r c u i t  C ourt, a sk in g  
fo r  an  in ju n c t io n  to  stop  th e  a c q u is i t io n .  The in ju n c t io n  was n ece ssa ry  
because the  Commission co n sid ered  i t  im p o ssib le  to  s e p a ra te  a s s e ts  o f th e  
companies i f ,  a f t e r  a form al h e a r in g , i t  i s  found th a t  th e re  has been a 
v io l a t i o n  o f th e  C layton  A ct. H ere, the  is s u e  was i n i t i a l l y  w hether o r  
n o t  th e  FTC was e n t i t l e d  to  an in ju n c t io n .^2
The C o u rt n o ted  th a t  th e re  i s  a dual scheme o f  enforcem ent o f the 
C lay ton  A ct. One i s  enforcem ent by a cease  and d e s i s t  o rd e r  of th e  FTC, 
and th e  o th e r  i s  enforcem ent by s u i t s  in  e q u i ty  which a r e  i n s t i t u t e d  by 
s e v e ra l  d i s t r i c t  a t to rn e y s  in  t h e i r  d i s t r i c t s .  These s p e c i f i c  p ro v is io n s  
as to  who may seek in ju n c t iv e  r e l i e f ,  and in  what c o u r t ,  in ç l ie s  th a t  the 
Commission i t s e l f  i s  n o t a u th o riz e d  to  do so . The C ourt im plied th a t  t h i s  
C o u r t - -C ir c u i t  C o u rt—a c q u ire s  ju r i s d i c t i o n  to  rev iew  on ly  a f te r  th e re  has 
been a form al h e a rin g  on th e  ch a rg e s . The C lay to n  A ct c l e a r ly  reco g n izes  
th a t  th i s  C ourt has no f a c t  f in d in g  pow ers; th u s ,  i f  th e  FTC d e s ire s  an 
in ju n c t io n ,  i t  m ust go to  a D i s t r i c t  C ourt. In  a d d i t io n ,  th e  o p in ion  o f 
th e  C i r c u i t  C ourt n o ted  th a t  th e  A ct d id  n o t a llo w  th e  Commission to  ask  
f o r  an in ju n c t io n  to  m a in ta in  th e  s ta tu s  quo d u rin g  th e  p roceed ings of 
th e  Commission. And i f  th e  Commission had no a u th o r i ty  to  seek an 
in ju n c t io n ,  i t  i s  c l e a r - - i n  the o p in io n  o f th e  C o u r t - - th a t  i t  had no
OO




Once more th e  Commission had ch a llen g ed  an a c q u is i t io n  which,
over a p e r io d  o f tim e , would pose s e r io u s  problem s o f d iv e s t i tu r e  I f
th e r e  should  be an  a n t i t r u s t  v io la t io n .  S in ce  th e  Com m ission's re q u e s t
fo r  an In ju n c tio n  was re fu s e d ,  the  FTC pursued  I t s  c o m p la ln t- - ls su e d
November 6, 1956. At th e  tim e of th e  m erger. I n te r n a t io n a l  ranked as the
w o r ld 's  l a r g e s t  pap er company.
I t s  c a p a c ity  to  produce pap er and paperboard  I s  more than  th re e  
tim es as g re a t  as  I t s  l a r g e s t  co m p e tito r . I t  I s  now and fo r  many 
y ears  has been th e  p r ic e  le a d e r  o f  th e  p ap e r and paperboard  
In d u s try . I t  Is  th e  le a d in g  p roducer o f  k r a f t  bo ard  and ran k s as 
a le ad in g  m an u fac tu re r In  n ew sp rin t, d is s o lv in g  p u lp , book and bond 
p a p e rs , k r a f t  p a p e rs ,  ground wood and tow el p a p e r s . . ,1 s a lso  one of 
th e  la r g e s t  owners o f f o r e s t - la n d  In  th e  U nited  S ta te s .
The company I s  a f u l ly  In te g ra te d  paper company, having m i l l s  In  20 s t a t e s
w hich a re  u t i l i z e d  In  the m anufacture o f I t s  v a rio u s  p ro d u c ts . D uring
th e  s ix -y e a r  p e r io d  from  1950 to  1955, I t s  n e t  s a le s  In creased  from
$498 m ill io n  to  $796 m i l l io n ,  an In c re a se  o f 59 .8  p e rc e n t .
P r io r  to  and s in c e  November 5, 1956, responden t has been and Is 
now engaged In  s u b s t a n t i a l l y  every  f a c e t  of the paper and p ap e r­
board In d u s try ; I t  has produced  and I s  now producing  v i r t u a l l y  a l l  
types of p u lp , p a p e r and p ap erboard , and a ls o  co n v e rted  p ro d u c ts  
from p ap e r and p ap e rb o a rd .
The Long-B ell Lumber C o rp o ra tio n  was a h o ld in g  c o rp o ra tio n  whose 
a s s e t s  c o n s is te d  o f  ca sh  and 51 p e rc e n t o f th e  s to c k  of th e  Long-B ell 
Lumber Company. Both had t h e i r  main o f f ic e s  In Kansas C ity ,  M isso u ri. 
L ong-B ell Lumber Company (which w i l l  be r e f e r r e d  to  a s  L ong-B ell) and 
I t s  s u b s id ia r ie s  s u b s t a n t i a l l y  o p e ra ted  In  ev ery  phase o f  th e  lumber 
In d u s try  from ow nership o f s tan d in g  tim b er, to  the o p e ra t io n  o f r e t a i l  
b u ild in g  supp ly  y a rd s . I t  a l s o  ranked as th e  second la r g e s t  p roducer o f
3 4 5 3  F .T .C . 1192. 
^^I b l d . .  p . 1194.
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lumber in  th e  P a c i f ic  N orthw est as w e ll as being one of th e  le ad in g
p ro d u cers  o f plywood. I t  owned and o p era ted  100 r e t a i l  lumber yard s  add
6 jobb ing  e s ta b l is h m e n ts .  The company's s a le s  fo r  th e  s ix -y e a r  p e r io d ,
36
1950 to  1955, grew from $102 m i l l io n  to  $106 m i l l io n .
The te rm s o f  th e  above m erger c a l le d  fo r  an exchange of s tock  
in  which L ong-B ell would re c e iv e  900,000 sh ares  o f I n te r n a t io n a l .  The 
approx im ate v a lu e  o f th e  I n te r n a t io n a l  s to ck  to  be exchanged was $117 
m i l l io n .  I n te r n a t io n a l  proposed to  b u ild  a d d i t io n a l  f a c i l i t i e s  to  produce 
p u lp , p ap er and pap er p ro d u c ts  which would p r im a r i ly  u t i l i z e  th e  tim ber 
a s s e ts  of L ong-B ell. The proposed  c o n s tru c t io n  o f a k r a f t  m i l l  in  
Oregon would be I n te r n a t io n a l 's  f i r s t  f a c i l i t y  fo r  th e  p ro d u c tio n  of 
p ap e r and pap erb o ard  in  th i s  w este rn  m arket.
The Commission co n sid e red  th a t  th e  e f f e c t  o f  th e  a c q u is i t io n  
m ight s u b s t a n t i a l l y  le s s e n  co m p e titio n , or tend  to  c re a te  a monopoly in  
th e  l in e s  o f  commerce in  which th e  companies were engaged. S p e c i f ic a l ly ,  
th e  com pla in t s ta te d  th e se  p o s s ib le  o r a c tu a l  e f f e c t s :
1. May s u b s t a n t i a l l y  le s s e n  com p etitio n  in  th e  w este rn  s ta t e s  
by fo re c lo s in g  th e  p ro b ab le  e n try  of L ong-B ell, a s  w e ll as
vj.; o th e r  p o te n t i a l  e n tra n ts  in to  the  paper in d u s try  and a ls o
le s s e n  the o p p o r tu n i t ie s  fo r  e x is t in g  p a p e r companies to  expand.
2. May s u b s t a n t i a l l y  le s s e n  co m p e titio n  in  th e  w este rn  s t a t e s  by 
re a so n  of le v e rag e  which may be e x c i te d  by the  u t i l i z a t i o n  of 
th e  la rg e  n a tu r a l  and f in a n c ia l  re so u rces  and th e  ex ten siv e  
o p e ra t io n s  now has in  o th e r  m arkets.
3. May s u b s t a n t i a l l y  le s s e n  co m p etitio n  in  th e  w este rn  s t a t e s  by 
re sû M in g  in  th e  e n try  in to  th a t  m arket o f  a s e l l e r  which is  
u n l ik e ly  to  engage in  p r ic e  co m p e titio n .
4 . May s u b s t a n t i a l l y  le s s e n  co m p etitio n  o r ten d  to  c re a te  a monopoly 
by th e  in c re a s e  of I n t e r n a t io n a l 's  share  o f  the  c o u n try 's  p ro ­
d u c tio n  fo r  v a r io u s  paper p ro d u c ts  and th e reb y  s u b s ta n t i a l ly  
le s s e n  the  p ro p o r tio n  h e ld  by c o m p e tito rs .
3^ Ib id . . pp. 1194-1195.
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5 . May s u b s t a n t i a l l y  le s s e n  co m p e titio n  o r  ten d  to  c r e a te  a 
monopoly in  th e  n a t io n  as a whole by th e  in c re a s e  o f  the  
p re s e n t dom inant p o s i t io n  o f I n te r n a t io n a l  in  th e  p ap er and 
paperboard  in d u s t r y .3?
These were the c o n te n tio n s  o f  the  Commission, ch a rg in g  In te rn a t io n a l  w ith  
in c re a s in g  i t s  p re s e n t  dominant p o s i t io n  in  th e  p aper and paperboard  
in d u s try  by the  a c q u i s i t io n  o f  L ong-B ell, which would ten d  to  su b s ta n ­
t i a l l y  le s s e n  c o m p e titio n  or to  c re a te  a monopoly in  commerce, v io la t in g  
the  an tim erg e r p ro v is io n  o f  s e c t io n  7 o f  the  C lay ton  Act.^®
A pproxim ately s ix  months a f t e r  th e  com plain t was is s u e d , "Res­
ponden t, i t s  co u n se l, and counsel su p p o rtin g  th e  com p la in t e n te re d  in to  
an Agreement C o n ta in in g  Consent Order to  D iv est and to  Cease and D e s is t,  
which was approved by th e  D ire c to r  and th e  A s s is ta n t  D ire c to r  of the
Comm ission's Bureau of L i t ig a t io n ,  and th e r e a f te r  su b m itted  to  the
39H earing Examiner fo r  c o n s id e ra t io n ."
I n te r n a t io n a l ,  in  e ssen ce , ad m itted  a l l  th e  j u r i s d i c t i o n a l  fa c ts  
a l le g e d , and ag reed  th a t  th e  re c o rd  m ight be c o n s tru e d  to  mean th a t  j u r i s ­
d ic t io n a l  f a c t s  had been duly  made in  accordance w ith  th e se  a l le g a t io n s .
The o rd e r c o n ta in ed  in  the  agreem ent does n o t r e q u ir e  th e  Respondent, 
I n te r n a t io n a l  P aper Company, to  d iv e s t  i t s e l f  of th e  a s s e ts  o f the  
L ong-B ell Lumber C o rp o ra tio n  o r  th e  Long-B ell Lumber Company, which 
i t  a cq u ired  in  1956. I t  does, however, r e q u ir e  Respondent to  d iv e s t 
i t s e l f  o f  a l l  th e  s to ck  in  th e  Longview F ib re  Company, w hich i t  
a c q u ire d  th rough  th e  a c q u is i t io n  o f th e  L ong-B ell Lumber Company.
In  supp o rt o f th e  proposed  o rd e r sub m itted  in  th e  agreem ent, counsel 
in  su p p o rt of th e  com pla in t s t a t e  th a t  in  th e  l i g h t  o f a l l  the c i r ­
cum stances o f w hich th ey  a re  aw are, th e  o rd e r  w i l l  a f fo rd  th e  p u b lic  
im m ediate and adequa te  r e l i e f ,  and c o m p e titio n  w i l l  be w e ll served  
th e re b y .40
37l b i d . . p . 1196.
3® Ib id .
3* Ib id .
40l b i d . . p. 1198.
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The Sounsel f o r  I n te r n a t io n a l  a ls o  p o in te d  o u t th a t  th e  o rd e r  which would 
p r o h ib i t  f u tu r e  a c q u is i t io n s  would a s su re  a so u rce  o f supply  fo r  s m a lle r  
n o n - in te g ra te d  c o n v e r te rs  and w h o le sa le rs . M oreover, t h i s  would a llow  
co m p etito rs  a t  v a r io u s  le v e ls  anp le  tim e to  re a p p ra is e  the  m arket and 
to  p la n  t h e i r  f u tu r e  developm ent. The h e a r in g  exam iner accep ted  th e  term s 
o f the  C onsent O rder and found th a t  th e  p ro ceed in g s  were in  th e  p u b lic  
i n t e r e s t .  The h e a r in g  exam iner, th u s , o rd ered  d iv e s t i tu r e  o f a l l  th e  
s to c k  in  Longview F ib re  Company, and fo r a p e r io d  o f te n  y e a rs .  I n t e r ­
n a t io n a l  was n o t to  a c q u ire  any i n t e r e s t  in  any p ap er o r  paperboard  m i l l  
lo c a te d  in  any p r e s e n t  s t a t e  of th e  U nited  S ta te s  w hich competed w ith  any 
o f  I n t e r n a t i o n a l 's  m i l l s .  Nor cou ld  I n te r n a t io n a l  a c q u ire  i n t e r e s t  in  
any p la n t  lo c a te d  in  any s t a t e  which produced p ro d u c ts  e i t h e r  made o r  
converted  from p a p e r  o r  paperb o ard , o r which competed w ith  any p la n t  
owned by I n t e r n a t io n a l .  In  a d d i t io n .  I n te r n a t io n a l  was re q u ire d  to  s e l l  
40 p e rc e n t o f th e  pap erb o ard  tonnage produced a t  th e  m i l l  to  non-:u..i. : ; t
in te g r a te d  c o n v e r te r s ,  n o ri-in h eg ra ted  w h o le s a le rs , and o th e r  non­
in te g r a te d  p u rc h a se rs  in  the 11 W estern s t a t e  a r e a s .  The same r e s t r i c ­
t io n  was p la c e d  upon th e  proposed m i l l  in  th e  P a c i f i c  C oast a re a . The
Commission s t a t e d  t h a t  th e  d e c is io n  o f  th e  h e a r in g  exam iner would become
41th e  d e c is io n  o f  th e  FTC.
T here a re  a number o f  o b se rv a tio n s  w hich a re  r e le v a n t  to  th e  
above c a s e . I n i t i a l l y ,  i t  p ro v id es  an  in s ig h t  in to  th e  w orkings o f  a 
consen t o rd e r  w hich i s  c h a r a c t e r i s t i c  o f th e  h an d lin g  o f  th e  m a jo r ity  o f 
cases by th e  FTC, in v o lv in g  the p ap er in d u s try .  M oreover, I n te r n a t io n a l  
was r e q u ire d  to  d iv e s t  i t s e l f  of Longview F ib re  Company. D uring th e
4^Ib id . . p. 1200.
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p rev io u s  d isc u ss io n  o f  th e  Crown Z e lle rb a c h  a c q u is i t io n  o f S t .  H elens, 
i t  was no ted  th a t  th e  p o te n t ia l  e n tra n c e  o f  new firm s was n o t s ig n i f i c a n t  
enough to  allow  in c re a se d  c o m p e titio n . Now i t  i s  r e a l iz e d  th a t  a t  th e  
time the  th i r d  l a r g e s t  paper p ro d u c e r—S t.  H elens--w as b e in g  a c q u ire d  by 
Crown, In te rn a t io n a l  was p ic k in g  o f f  th e  second la rg e s t  p ro d u cer. A t 
th e  same tim e th e re  developed th e  v e ry  in te r e s t in g  p o s s i b i l i t y  w ith  Crown 
ta k in g  over S t .  H elens, and I n te r n a t io n a l  g a in in g  access to  th e  W estern 
m arket th rough i t s  a c q u is i t io n  o f L o n g -B ell, t h a t  th e re  would be su b ­
s t a n t i a l  com p etitio n  fo r  Crown Z e lle rb a c h . N onethe less, th e  Commission, 
by approv ing  I n te r n a t io n a l 's  a c q u i s i t i o n  o f L ong-B ell, opened new so u rces  
o f  supply  to  th e  w este rn  s t a t e s .  S t i l l ,  th e  q u e s tio n  of s iz e  becomes 
e v id e n t when th e  Commission, n o tin g  Longview was a com petito r o f I n t e r ­
n a t io n a l ,  d isa llow ed  t h i s  a sp e c t o f  th e  c o n s o lid a tio n .
L a s t ly ,  i t  would be w e ll to  p o in t  ou t th a t  the o p in io n  ren d ered  
h ere  has d e f in i t e ly  a f f e c te d  th e  r o le  o f  m erger a c t iv i ty  on th e  p a r t  of 
I n te r n a t io n a l .  In  C hap ter I I I  i t  was observed  th a t  I n te rn a t io n a l  com­
p le te d  16 m ergers d u rin g  th e  p e r io d  1950-1965. More im p o rta n tly , th e  
preponderance o f  th e se  a c q u is i t io n s  w ere b rou g h t about by I n t e r n a t io n a l 's  
fo re ig n  s u b s id ia r ie s .  T e n ta t iv e ly ,  i t  may be considered  th a t  the  Com­
m iss io n  views an a c q u is i t io n  by I n te r n a t io n a l  as  tend ing  to  le s s e n  compe­
t i t i o n  in  any a re a  in  which I n te r n a t io n a l  has any m anufacturing  f a c i l i ­
t i e s .  S ince I n te r n a t io n a l  must have such m ergers approved b e fo reh an d , 
i t  i s  n o t s u rp r is in g  to  f in d  th a t  th e  ro le  w hich mergers have taken  by 
th e  company is  th a t  o f  p la c in g  th e  em phasis on fo re ig n  v e n tu re s .  In  
summary, th e  d e c is io n  ren d ered  in  t h i s  case d id  in flu e n c e  th e  a c q u is i t iv e  
s p i r i t  o f the  c o rp o ra tio n . Perhaps th e  e n t i r e  in d u stry  g a in ed  an in s ig h t
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in to  the f a c t  th a t  d iv e s t i t u r e  would n o t be o rd ered  s o le ly  because i n t e ­
g ra tio n  o f f a c i l i t i e s  had been ach ieved .
The case in v o lv in g  th e  a c q u is i t io n  of th re e  conq>anies by S c o tt  
Paper was s ig n i f i c a n t  in  t h a t  i t  p rov ided  f u r th e r  knowledge concern ing  
th e  im pact of a m erger on c o m p e tito rs . A f te r  is s u in g  the  co m p la in t, the 
FTC tu rned  the  case  over to  a h ea rin g  exam iner. The h ea rin g  exam iner 
found th a t  th e re  was in s u f f i c i e n t  evidence to  su p p o rt the  a l le g e d  v io l a ­
t io n s ,  and he o rd e red  th e  case  d ism issed . However, the  counsel su p p o rt­
ing the  com plain t ap p ea led  to  th e  Commissioner by re q u e s tin g  an o rd e r to  
v aca te  th e  i n i t i a l  d e c is io n  to  be is su e d . In  rev iew ing  the  i n i t i a l  
d e c is io n , th e  Commission no ted  th a t  th e  h ea rin g  exam iner f a i l e d  to  
co n sid e r a number o f s ig n i f i c a n t  p o in ts .  As a r e s u l t ,  the d e c is io n  was 
v aca tdd , and th e  case  was remanded to  an o th er e x a m in e r .C o m m e n t in g  
on the c a s e . Paper S a le s  re p o r te d  th a t  th e  d is m issa l o f a n t i t r u s t  
chargers  f i l e d  a g a in s t  S c o tt Paper Company were recommended fo r  the  
second tim e by th e  h e a rin g  exam iner. S ev era l months b e fo re , an  exam iner 
had ru le d  th a t  th e  FTC had no ca se ; o v e rru le d  by th e  Commission, an o th e r 
examiner again  found th a t  th e  case  had no t been p roven . "A tto rneys in  
charge o f  th e  co m pla in t s a id  th a t  th e  a c q u is i t io n  r e s u l te d  in  S c o t t 's  
in c re a s in g  i t s  sh a re  o f  the  n a t io n a l  paper m ark e t. The exam iner h e ld ,  
however, th a t  th e re  i s  no such th in g  as a n a t io n a l  m arket, on ly  many 
lo c a l m arkets in  w hich S c o tt  has s tro n g  co m p e titio n  from lo c a l  m anufac­
tu r e r s  and d i s t r i b u t o r s . "43 Once ag a in  the  is su e  o f r e le v a n t m arket 
becomes im p o rtan t. In  th e  Crown Z e lle rb a ch  c a se , fo r  in s ta n c e ,  the
4^56 F.T.C. 2050.
4^Paper Sales. March, 1960, p. 5.
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d e f in i t i o n  o f  r e le v a n t  m arket as being  th e  U nited  S ta t e s ,  i n  g e n e ra l,  
was r e je c te d  by th e  c o u r t .  H ere, th e  case  in v o lv in g  S c o tt  d iffe rs  from 
th e  o th e rs  in  th e  f a c t  th a t  th e  Commission based  i t s  com plain t o f S c o t t 's  
a c q u is i t io n  on th e  f a c t  th a t  the  tendency to  m onopolize the l in e s  o f 
commerce, and s u b s t a n t i a l l y  le s s e n  co m p e titio n , in v o lv ed  n a t io n a l  m ark e ts .
S c o t t 's  f i r s t  a c q u is i t io n ,  in  1951, was th a t  o f Soundview Pulp 
Company, a p ro d u cer o f  b leached  s u lp h i te  p u lp . I t  d id  n o t produce any 
p ap er p ro d u c ts . However, the  pulp  m i l l  was th e  l a r g e s t  m i l l  o f  i t s  k ind  
in  th e  w orld . "Im m ediately  fo llow ing  th e  a c q u i s i t io n ,  S c o t t  was a b le  to  
o b ta in  pu lp  a t  a m an u fac tu rin g  c o s t  o f $77.50 p e r  ton  in  c o n t ra s t  to  
Soundview 's m arket p r ic e  o f  $139.77 p e r  t o n . "^4 T his would re p re s e n t a 
p o te n t i a l  sav in g s  o f $12 m il l io n  p e r  y e a r  based  upon 1951 c o s ts  and 
s e l l in g  p r ic e s .  M oreover, a f t e r  the  a c q u is i t io n  S c o t t  made ex te n s iv e  
c a p i t a l  im provem ents. In  f a c t ,  th e  c a p i ta l  a d d i t io n a l  and improvements 
a t  Soundview from th e  tim e o f a c q u is i t io n  through 1958 amounted to  
n e a r ly  $50 m i l l io n .  C onsid erin g  th e  ag g reg a te  m erger v a lu e  was a p p ro x i­
m a te ly  $60 m i l l io n ,  th e  c a p i ta l  improvements S c o t t  made w ere s u b s ta n t i a l .
In  1953, th e  second f irm , D e tro i t  S u lp h ite  Pulp and Paper Company, 
was acq u ired  fo r  an a g g re g a te  m arket v a lu e  of approx im ate ly  $11 m il l io n .  
The company p r im a r ily  m anufactured p ap er s to c k , b u t no consumer p ro d u c ts . 
P r io r  to  the  m erg e r, S c o tt  had purchased  D e t r o i t 's  e n t i r e  o u tp u t o f  wax 
base s to c k - - th e  on ly  p ro d u c t made by bo th  com panies. In  a l l ,  S c o t t ,  th e  
y ea r b e fo re  th e  m erger, pu rchased  53 p e rc e n t o f  D e t r o i t 's  o v e r a l l  p roduc­
t i o n .  A gain , a f t e r  th e  m erger, S c o tt  made s u b s ta n t i a l  c a p i t a l  improve- 
m e n ts--v a lu ed  a t  over $11 m il l io n  from th e  tim e o f  th e  m erger th rough
44
57 F.T.C.  1417.
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1958. The t o t a l  e x p e n d itu re s  were approx im ate ly  equ a l to  th e  pu rchase
p r i c e . 45
The th i r d  a c q u is i t io n  was H o llin g sw o rth  & W hitney Company which 
was a c q u ire d  by th e  is su an ce  o f 770,000 common sh a re s  o f S c o t t ,  va lu ed  
a t  $38 m i l l io n .  Of th e  p ro d u c ts  H o llin g sw o rth  p roduced , none o f th e  
f in is h e d  p roducts  were so ld  by S c o tt ;  no r d id  S c o tt produce o r  s e l l  any 
o f  th e  p ro d u c ts  made by H o llin g sw o rth . H ere, to o , S c o t t  made e x te n s iv e  
inçrovem ents and a d d i t io n s ,  th e  t o t a l  c o s t  o f which was app rox im ate ly  
$48 m i l l i o n .46
"The s e c tio n  o f  th e  c o u n try  in  which th e  e f f e c t s  o f th e  a c q u i s i ­
t io n s  sh o u ld  be m easured i s  th e  e n t i r e  U n ited  S ta te s ,  th a t  i s ,  th e  
n a t io n a l  m arket. The in d u s t r y 's  p ro d u c ts  a re  used in  a l l  s e c t io n s  o f  th e  
c o u n t ry ."47 S c o tt  so ld  i t s  p ro d u c ts  na tionw ide  as w e ll  as conducting  
n a t io n a l  a d v e r t is in g .  However, th e  f a c t  th a t  S c o t t 's  co m p e tito rs  con­
f in e d  t h e i r  s a le s  to  one o r more a re a s  d id  n o t s ig n ify  th a t  an  e f f e c t iv e  
n a tio n w id e  a re a  o f c o m p e titio n  was n o n e x is te n t.
To i l l u s t r a t e  S c o t t 's  dom inant p o s i t io n ,  theCGommission no ted  
th a t  S c o t t  d id  n o t make p ap er napk ins in  1953; y e t  by 1955, th e  conçany 
was th e  second la r g e s t  p roducer o f n a p k in s . "The re s p o n d e n t 's  a b i l i t y  
to  s u c c e s s fu l ly  p e n e tra te  th e  p ap e r napk in  m arket in  such a r e l a t i v e l y  
sh o r t  tim e a t t e s t s  to  th e  h ig h  degree o f  m arket c o n tro l  which i t  had 
a c h ie v e d ."4® The Commission added th a t  in  1950 S c o tt  was th e  dominant
45
I b id . , p . 1420. 
4 6 lb id . . p .  1421.
4 ? I b i d . . p .  1422. 
4®I b id . , p .  1423.
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producer in  th e  s a n i t a r y  paper p ro d u c ts  in d u s try ,  a p o s i t io n  which the
conçany has s in c e  enhanced. Having p u rp o r te d ly  e s ta b l is h e d  S c o t t 's
dominant p o s i t io n ,  th e  Commission then  tu rned  to  p r ic in g  p o l i c i e s .
Being the dom inant f irm , i t  was v e ry  in t e r e s t in g  to  n o te  th a t  S c o tt  had
m a in ta in ed  r e l a t i v e l y  s ta b le  p r ic e s  over the  p e r io d  in  q u e s tio n . I t
seemed th a t  S c o t t  was th e  a n t i th e s i s  o f what would be expected  from a
company e n jo y in g  such s t a tu s .  By t h i s ,  i t  seemed th a t  S c o tt  was causing
th e  m a rg in a l o r le s s  e f f i c i e n t  firm s to  m a in ta in  p r ic e s  a t  low er le v e ls
than would e x i s t ,  had S c o tt  h o t e n te re d  th e  m a rk e t. I t  was e s p e c ia l ly
in t e r e s t in g  th a t  th e  Commission seemed to  be concerned , n o t w ith  th e
49consum er, b u t w ith  o th e r  co m p e tito rs . The in fe re n c e  here  appeared  to  
be th a t  had S c o tt  a llow ed  th e  p r ic e  of s a n i ta r y  paper p ro d u c ts  to  in c re a se , 
th e  Commission would have favo rab ly  viewed i t s  m erger program . Whether 
or n o t m arket pow er, a t t r ib u t a b le  to s iz e ,  was u t i l i z e d  was no lo n g e r 
th e  problem . R a th e r , th e  mere enjoym ent o f th e  dominant m arket p o s i t io n  
became r e le v a n t  in  term s of having th e  p o te n t i a l  a b i l i t y  to  e x e rc is e  
such power. The r e g u la to ry  agencies as w ell a s  th e  c o u r ts  seemed to
49The fo llo w in g  ex ce rp ts  from c e r t a in  docum entary e x h ib i ts  were 
used by th e  com m ission to  i l l u s t r a t e  S c o t t 's  p r ic in g  program . Q uoting 
a S c o tt  o f f i c i a l ,  th e  s ta tem en t on p . 1424 o f th e  d e c is io n  read :
We a re  ex trem ely  proud of our re c o rd  in  m a in ta in in g  th e  g en e ra l 
le v e l  of p r ic e s  o f  S c o t t  trade-m arked  p ro d u c ts  in  th e  f a c t  o f  r i s in g  
c o s ts .  Our s e l l i n g  p r ic e s  a re  based p r im a r ily  on m anufactu ring  c o s ts ,  
w ith  due allow ance fo r  p rom otional ex penses, d iv id en d s  to  ou r s h a re ­
h o ld e rs  and th e  r e te n t io n  of reaso n ab le  amounts o f  ea rn in g s  fo r  expansion  
p u rp o se s .
Our p r id e s  have no t moved up s in ce  1951—more th a n  4 years  ago— 
d e s p i te  ev er h ig h e r  wages and m a te r ia l p r ic e s .
You co u ld  lo g ic a l ly  ask  why d o n 't  we do som ething about it--w h y  
n o t move p r ic e s  up , s in c e  o th e r  arms o f the  p a p e r  in d u s try  have? W ell, 
our e f f o r t s  to  b roaden  our m arkets, to  s e l l  a l l  th e  new c a p a c ity  we have 
developed , we f e e l  a p r ic e  in c re a se  would be a  d e t e r r e n t - - n o t  a h e lp . 
There would be no p o in t  to  h igher p r ic e s  which slowed down s a le s  and 
p i le d  up in v e n to ry , o r  converse ly  re q u ire d  a d d i t io n a l  p rom otional d o l la r s  
which would o f f s e t  th e  p r ic e  in c re a se .
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have tu rn e d  t h e i r  em phasis toward th e  im p lic a tio n  o f the  p o te n t i a l  
a b i l i t y  to  c o n tro l the m arket s i t u a t io n ,  r e g a rd le s s  o f the f a c t  t h a t  the  
a c tu a l  use o f th ese  economic powers were never employed by the companies 
in v o lv ed . Or, as  in  th i s  in s ta n c e ,  th e se  economic powers were used  in  a 
way fav o rin g  the consumer, n o t c o m p e tito rs . I-Iy.M. :l,.3 C n i w i ici,
H ere, th e  Commission em phasized th e  f a c t  th a t  s in ce  th e  tim e of 
the  a c q u is i t io n s  S c o tt  had enhanced i t s  m arket p o s i t io n .  A lso  i t  was 
n o ted  th a t  more and more o f th e  t o t a l  p ro d u c tio n  o f  th e  acq u ired  firm s 
went in to  S c o t t 's  trade-m arked  p ro d u c ts . However, th i s  seemed lo g i c a l ,  
g iven  th e  c a p i ta l  improvements th a t  were d isc u sse d  e a r l i e r .  "The a c q u i s i ­
t io n  a l s o  a ffo rd e d  p ro d u c tio n  and m arke ting  economies and o th e r  advan tages 
which ddu ld  be r e f le c te d  by the  resp o n d en t in  p r i c e ,  a d v e r t is in g ,  promo­
t io n  o r p r o f i t . A g a i n  th e  Commission i s  s u g g e s tin g  th a t  th e  economies 
gained  w i l l  lead  to  a le s s e n in g  o f  co m p e titio n  between S c o tt and i t s  
co m p e tito rs .
As a r e s u l t  o f the  a c q u i s i t io n s ,  th e  re s p o n d e n t 's  market sh a re s  have 
in c re a se d  s u b s ta n t i a l ly  over t h e i r  p r io r  h igh  le v e ls .  In  s h o r t ,  
th e  ch a llen g ed  a c q u is i t io n s  have d e c is iv e ly  s tren g th en ed  the 
re sp o n d e n t's  a b i l i t y  to  compete and each  has compounded i t s  c a p a c ity  
to  e x e rt the  power in h e re n t in  i t s  dominant p o s i t io n  in  th e  lin e _ ^  
o f commerce fo r  s a n i ta r y  p ap er p ro d u c ts  and household wax p a p e r .
The Commission s ta te d  th a t  th e  e f f e c t s  o f  th e  ch a llen g ed  a c q u i s i t io n s  
may be to  s u b s ta n t ia l ly  le s s e n  c o m p e titio n , and th u s ,  ordered  d i v e s t i ­
tu re s  o f  th e  acq u ired  p r o p e r t i e s .
L a s t ly ,  th e re  were o th e r  a l le g a t io n s  a g a in s t  S co tt fo r  hav ing
v io la te d  the  F e d e ra l Trade Commission A c t, which were:
They a l le g e  th a t  th e  re s p o n d e n t 's  c o n s ta n t and continuous a c q u i s i ­
t io n  o f companies engaged in  th e  pu lp  and p ap er m anufacturing
SOl b i d . .  p . 1427.
Sl l b i d . .  p . 1433.
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In d u s try ,  to g e th e r  w ith  th e i r  co n v ers io n  to  the m anufacture  o f 
s a n i ta ry  p ap er p ro d u c ts  by S c o tt  as th e  dominant p ro d u cer o f such 
p ro d u c ts , has been  to  th e  p re ju d ic e  and in ju ry _ g f  th e  p u b lic  and 
c o n s t i tu te s  an u n fa i r  method o f c o m p e ti t io n .. .
However, th i s  a s p e c t o f  th e  com plain t was d ism issed  because  th e  Commission 
no ted  th a t  th e re  was n o t adequate supp o rt in  th e  re c o rd . Once a g a in , the 
q u es tio n  was one o f ë in p h asis --th e  consumer, th e  p u b lic ,  o r  the  c o m p e tito r . 
Economic th e o ry , in  g e n e ra l ,  s tro n g ly  em phasizes th e  ro le  o f th e  con­
sumer as being  th e  m ost v i t a l  f a c to r ;  y e t th e  r e g u la to ry  b o d ie s  dw ell 
a t  g re a t  le n g th  on th e  r o le  o f th e  c o m p e tito r .
S c o tt  ap p ea led  the  d e c is io n , and in  1962 th e  low er c o u r t decided
53th e  is su e  o f w hether o r  n o t S c o tt  had v io la te d  s e c tio n  7. The C ourt 
found th a t  th e  Commission had based much of i t s  argum ent on a survey
showing S c o t t 's  sh ipm ents o f  v a r io u s  p ro d u c t l in e s  in  1950 and ag a in  in
1955, n o tin g  th e  p e rc e n t  o f  th e  m arket th e se  sh ares  r e p re s e n te d . The 
Commission s a id  th a t  th e  a c q u is i t io n s  r e s u l te d  in  S c o tt  being  a b le  to  
in c re a se  i t s  m arket sh a re  in  a l l  b u t one o f th e  m arkets c i t e d .  S c o tt  
contended th a t  th e  su rvey  d id  n o t supp o rt th e  c o n ten sio n  th a t  th e  z." ̂  '
in c re a sed  m arket sh a re  was a r e s u l t  o f  th e  a c q u i s i t io n s .  The C ourt s id ed
w ith  S c o tt .  The case  was remanded once a g a in  to  a h e a r in g  exam iner fo r  
a d d i t io n a l  ev id en ce . The is su e  was re so lv e d  in  1964 by a co n sen t o rd e r 
in  which S c o tt  had to  d iv e s t  i t s e l f  o f some p ap e r making m ach ines.
In  g e n e ra l,  th e  c a se  p ro v id ed  an o th e r o p p o rtu n ity  to  g a in  an in s ig h t  in to  
the  a m b ig u itie s  o f  d e te rm in in g  how c o m p e tito rs  in  th e  r e le v a n t  m arket 
were a f f e c te d  by s p e c i f i c  m e rg e rs .
S^Ibid.
^^301 F2d 579. 
^^See F ig u re  3.
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There was one o th e r  s e c tio n  7 v io l a t i o n  which w i l l  serve  as an 
I l l u s t r a t i o n  o f  a  v io l a t i o n  Invo lv in g  p u rch ases  o f la rg e  shares o f  s to c k  
In  a com peting company. The case Invo lved  Union Bag and Paper Company 
when I t  p u rch ased  a s u b s ta n t i a l  b lock  o f  th e  common s to c k  of th e  Hankins 
C o n ta in e r C o rp o ra tio n . Coupled w ith  th e  sh a re s  th a t  Union had p re v io u s ly  
a c q u ire d , Union would now c o n tro l tw o - th ird s  o f th e  a u th o riz e d  and o u t­
s ta n d in g  s to c k  o f  H a n k i n s . B o t h  firm s m anufactured  co rru g a ted  boxes 
and s h e e ts .  "F or many y e a r s ,  re sp o n d en ts  Union and H ankins, by v i r t u e  
o f  t h e i r  b u s in e ss  and lo c a t io n  of o p e ra t io n , have been , and now a r e ,  
c o m p e tito rs , so th a t  th e  e lim in a tio n  o f  co m p e titio n  by agreem ent between 
them would c o n s t i tu te  a v io la t io n  o f a p ro v is io n  o f  the  a n t i t r u s t  law s."^^  
The agreem ent e n te re d  In to  by the  two firm s b r i e f l y  s e t  f o r th  th e  fo llow ing  
c o n d itio n s :
"1. Union would n o t a c q u ire  th e  s to c k , o r any p a r t  o f th e  s to c k , 
o f a box m anufac tu re  In  Hankins m arket a re a ;
"2. C o n ta in e r  board  s a le s  by Union had d e f in i te  minimum and 
maximum q u a n t i t i e s  o f  l i n e r  board and c o r ru g a t in g  medium which could  be 
so ld  fo r  a 15 -y ear p e r io d ;
"3 . Each ag reed  to  buy c e r t a in  p ro d u c ts  from bhe o th e r ,  and 
l im ite d  s im i la r  p u rch ases  from o th e r  s u p p lie r s  a t  f ix e d  maximum q u a n ti­
t i e s ;  and
"4. P r ic e s  p a id  by Hankins fo r  c o n ta in e r  board  were n o t to  be 
h ig h e r  th a n  In  e f f e c t  o f  th e  la r g e s t  s u p p lie r s  In  the  dom estic m arket.
5552 F .T .C . 1278. C: v; c! ?:.)
% b l d . .  p . 1287. 
S^I b l d . . pp . 1282-1284.
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In  essen ce , th e se  were ty in g  arrangem ents between the com panies. When 
ch a llen g ed  by the  FTC, th e  responden ts  ad m itted  a l l  th e  ju r i s d i c t i o n a l  
f a c ts  a l le g e d , and ag reed  to  a consen t o rd e r  which was is su e d  ap p ro x i­
m ately  one y e a r  a f t e r  th e  com p la in t. In  b r i e f ,  i t  was o rdered :
" . . .  fo r th w ith  th e  conpanies m ust cease  and d e s i s t  from any planned 
common course o f  a c t io n .  And Union must l i m i t  i t s  c o n tro l  o f  Hankins 
to  only a 9 p e rc e n t s to c k  i n t e r e s t .  A lso , Union cou ld  n o t v o te  i t s  
s to c k , o r have a d i r e c to r  on Hankins b o a r d . T h u s ,  th e  p resence  of 
d i r e c to r s  se rv in g  on b o th  boards would be ended.
These cases  have tr a c e d  th e  im p o rtan t developanent o f a n t i t r u s t  
laws and i t s  p e r t in e n c e  to  m ergers in  re g a rd  to  th e  p ap er in d u s try  
between 1950 and 1965. From which two im p o rtan t f a c to r s  keep appearing  
in  each m erger case : th e  d e f in i t io n  o f th e  r e le v a n t  m arket, and the
im pact on co m p e tito rs  w ith in  th a t  m erger. I t  was s ig n i f i c a n t  th a t  
Crown Z e lle rb a c h  cou ld  n o t use th e  e n t i r e  dom estic m arke t, p rov id in g  
p o te n t ia l  c o m p e tito rs , in  i t s  d e fen se . But r a th e r  th e  m arket a rea  was 
d e fin e d  as th e  W estern s t a t e s .  On th e  o th e r  hand , S c o t t 's  dominance in  
th e  n a t io n a l  m arket was th e  b a s is  fo r  the  com pla in t b rough t a g a in s t i t .  
When th e  is s u e  was d isc u sse d  in  term s of re g io n a l  m a rk e ts , the  is su e  o f 
co m p e titio n  was f a r  from la c k in g . L a s t ly ,  i t  was no ted  th a t  th e  r e l a t io n ­
sh ip  o f  a m erger w ith  re g a rd  to  the  u lt im a te  consumer was n o t re le v a n t 
(a s  in  th e  a c q u is i t io n s  o f S c o tt  P a p e r ) . I t  would now appear th a t  s e c tio n  
7 o f th e  C lay ton  A c t, a s  amended, has become an im p o rtan t o b s ta c le  to  be 
overcome g iven  th e  a c q u i s i t iv e  s p i r i t  w hich seems to  p r e v a i l  among th e  
firm s in  th i s  s tu d y .
S^ib id . . p . 1285.
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P o ss ib le  E f fe c ts  o f Pending A n t i t r u s t  Cases
The cases d isc u sse d  in  th e  p reced in g  s e c tio n  have been s e t t l e d  
by e i th e r  con sen t o rd e rs  o r j u d i c i a l  rev iew . However, th e re  a re  a 
number o f  ca ses  pending in  w hich no d e c is io n  has been ren d ered  by th e  
end o f  1965. These cases  a re  im portan t in  th a t  they may w e ll su g g est 
th e  manner in  which fu tu re  a c q u is i t io n s  may be c o n tro l le d  by the  r e g u la ­
to ry  a g e n c ie s . An exanç le  o f one such case  which has y e t  to  be decided  
invo lves  an FTC com plain t a g a in s t  S t .  R e g i s . T h e  im portance o f th e  
case  r e s t s  upon the  f a c t  th a t  th e  Commission does no t ch a lle n g e  one, two, 
o r even th re e  a c q u is i t io n s ,  b u t r a th e r  th a t  th e  com plain t i s  lodged on 
th e  b a s is  o f  15 a c q u is i t io n s  d a tin g  from 1954 through 1960. The t o t a l  
s a le s  of th e  15 companies p r io r  to  t h e i r  a c q u is i t io n  i s  approx im ate ly  
$150 m i l l i o n . T h e  firm s a l l  produce paperboard  and co n v erted  p a p e r­
board  p ro d u c ts  in  v a ry in g  d eg ree s . The s ig n if ic a n c e  o f  th e  com plain t i s  
n o t so  much a q u es tio n  o f  re le v a n t  m arke t, o r even th e  p e rce n tag e  sh a re  
o f  the r e le v a n t  m arket c o n t ro l le d  by S t .  R eg is. R a th e r, th e  is s u e s  a re  
th e  number o f a c q u is i t io n s  and th e  tim e p e r io d . The case  in v o lv es  an 
e le v e n -y e a r  p e r io d  between th e  tim e th e  f i r s t  m erger was com pleted and 
th e  com pla in t is su e d . Assuming th e  case  i s  u l t im a te ly  re s o lv e d  by th e  
Supreme C o u rt, tw enty y ea rs  may have e la p se d . A ttem pting  to  ach iev e  
d is s o lu t io n  may indeed be a fo rm idab le  ta s k .
As to  the  is s u e  o f the  number o f  a c q u is i t io n s  encompassed by a 
co m p la in t, th e  Commission, a p p a re n tly  g iven  encouragem ent by th e  c o u r ts ,  
seemed to  be approaching v a r io u s  types  o f  m ergers en m asse . For exam ple,
5 9 S e tty  Bock, M ergers and M arkets; An Ecommic A n a lv s is  o f  the  
F i r s t  F i f te e n  Years Under th e  M erger A ct o f 1950 (New York: N a tio n a l
I n d u s t r i a l  C onference Board, 1966), p . 243.
GOl b i d . . p . 244.
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th e re  were s ix  new m erger co m p la in ts  is s u e d  by th e  FTC in  1965 in  which 
th e  a c q u ir in g  f irm  had merged w ith  th re e  o r  more com panies, a l l  o f which 
were c i te d  in  th e  co m p ià in t.^ ^  M oreover, o f the s ix  co m p la in ts , th re e  
were a g a in s t  pap er co n ça n ies—S t .  R e g is , Mead and Champion. The com­
p l a i n t  a g a in s t  Mead c i te d  14 a c q u i s i t i o n s ;  a c q u is i t io n s  w hich, fo r  th e  
most p a r t ,  in v o lv ed  p roducers  o f c o n ta in e r  board , c o rru g a te d  and s o l id  
f ib r e  p ro d u c ts . Even though th e  Commission was c h a lle n g in g  on ly  th re e  
o f  th e  a c q u is i t io n s  made by Champion, th e  combined s a le s  of th e se  th re e  
a c q u is i t io n s  was app ro x im ate ly  $150 m i l l i o n . C o n s e q u e n t l y ,  in  th re e  
co m p la in ts , 32 a c q u is i t io n s  r e p re s e n t in g  approx im ate ly  18 p e rc e n t o f  the 
m ergers and a c q u is i t io n s  covered  by th i s  s tu d y , were ch a llen g e d . The 
f i n a l  d is p o s i t io n  o f th e se  cases  w i l l  have a d e f in i t e  b e a rin g  on th e  
fu tu re  merger- d i r e c t io n  to  be ta k en  by members o f th e  in d u s try .
The r e l a t i v e  m arket in  two o f th e  above com pla in ts  i s  th e  p ro ­
d u c tio n  o f  c o n ta in e r  board  and th e  shipm ent o f c o rru g a te d  p ro d u c ts  in  
th e  U nited  S ta t e s .  I t  i s  in t e r e s t i n g  to  n o te  th a t  p r i o r  to  th e  s e r ie s  
o f  m ergers u n d ertak en  by Mead and S t .  R eg is th a t  each  h as  c o n tro l le d  
6 p e rc e n t o f  the  c o n ta in e r  board  m arket and 5 p e rc e n t o f  th e  shipm ents 
o f  c o rru g a te d  p r o d u c t s . T h u s ,  th e  Commission views c o m p e titio n  in  the  
r e le v a n t  l in e  o f  commerce as b e in g  s u b s t a n t i a l l y  le sse n e d  because  of 
th e se  a c q u i s i t io n s .
Hence, i t  may be s a fe  to  assume th a t  any and a l l  m ergers com pleted 
from 1950 to  d a te  cou ld  be lunped  to g e th e r  and ch a llen g e d  by th e  FTC.
Ĝ I b id . See a ls o  pp. 245-255. 
*^ I b id . .  p . 247.
Ĝ I b id . . p . 249, 253.
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As tim e p a s s e s ,  th e  I s su e  becomes more ominous because a g iven  a c q u is i ­
t i o n ,  as f a r  a s  th e  Commission i s  concerned , w i l l  be viewed in  co n ce rt 
w ith  p rev io u s  m ergers as  w e ll as th e  base  fo r  fu tu re  m ergers. However, 
th i s  ph ilo sophy  may n o t be w ith o u t su b s ta n c e . I f  th e  n e t  s a le s  o f  th e  
companies covered  by th i s  study  a re  c o n s id e re d , a s in g le  m erger in v o lv in g , 
say $1 m i l l io n  in  n e t  s a l e s ,  i s  perhaps in c o n se q u e n tia l taken  s in g ly .
I f  a s e r ie s  o f such m ergers a re  co n s id e re d  in  to to ,  perhaps a d i f f e r e n t  
c o n c lu sio n  may be drawn. In  b r i e f ,  i t  ap p ea rs  th a t  th e  in p a c t of th e  
r e g u la to ry  ag en c ie s  may have im p o rtan t consequences on lunp sum a c q u is i ­
t io n s  .
O ther Forces T hw arting M erger A c tiv i ty  
There a re  a number o f  o th e r  fo rc e s  which se rv e  to  dampen the 
a c q u is i t iv e  s p i r i t  o f th e  companies in  th e  paper and a l l i e d  p ro d u c ts  
in d u s try .  Many o f th e se  f a c to r s  le a d ,  o r  have le d , to  th e  d is s o lu t io n  
o f  acq u ired  com panies. These same f a c to r s  may p o s s ib ly  p re v e n t the  
a c q u is i t io n  in  th e  f i r s t  p la c e .  A lread y  an in s ta n c e  has been no ted  where 
an  a c q u is i t io n  o f a p ap e r m erchant has caused th e  a c q u ir in g  f irm  to  lo se  
some of i t s  p re-m erger custom ers. D is so lu tio n  has allow ed  th e  company 
to  re g a in  i t s  l o s t  m ark e t. On the  o th e r  hand, an acq u ired  company may 
n o t develop as th e  a c q u ir in g  company has e s tim a te d , and a g a in , d i v e s t i ­
tu r e  may re s o lv e  the  problem . There is  an o th e r f a c to r  which seems to  be 
param ount: h i s t o r i c a l  developm ent. A side from th e  ap p aren t im pact of
a n t i t r u s t  law s, th e  h i s t o r i c a l  developm ent o f th e  in d u s try  seems to  be 
one o f  th e  m ost r e le v a n t  a s p e c ts  when th e  f a c to r s  th w artin g  m erger 
a c t i v i t y  a re  c o n s id e re d . H is to r ic a l  developm ent can be d e fin e d  as th a t  
m erger a c t i v i t y  w ith in  th e  in d u s try  which i s  r e f l e c te d  by th e  b eh av io r
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o f th e  10 companies i n  th i s  s tu d y  d u rin g  th e  p e r io d  Î950-1965. I t  
appears th a t  th e  a c t i v i t y  o f  th e  firm s them selves r e f l e c t s  a  s ig n i f i c a n t  
d ro p -o ff  in  th e  number o f m ergers undertaken  by the  10 companies in  th e  
1960's .  This t r e n d ,  in s te a d  o f  moving in  th e  same d i r e c t io n  as th e  gen­
e r a l  economy, has ta k en  on an in v e rse  r e la t io n s h ip .  As f a r  as m erger 
a c t i v i t y  i s  co n ce rn ed --w ith  re fe re n c e  to  m anufacturing  and m ining fo r  a l l  
firm s in  th e  U n ited  S ta t e s - - t h e  number h a s , in  g e n e ra l,  moved a lo n g  in  
th e  same d i r e c t io n  a s  th e  e c o n o m y . T h u s ,  th e  a c q u is i t iv e  s p i r i t  of 
the  paper in d u s try  i s  n o n -re p re s e n ta tiv e  o f th e  m anufactu ring  s e c to r  o f 
the  economy.
When th e  im pact o f  th e  a n t i t r u s t  laws upon th e  in d u s try  i s  
coupled w ith  th e  p o t e n t i a l  r e s u l t s  o f  th e  numerous d e c is io n s  pending , 
th e  u l t im a te  c o n tro l  o f v e r t i c a l  and h o r iz o n ta l  m ergers w ith in  th e  
in d u s try  seems im m inent. This i s  s ig n i f i c a n t  c o n s id e rin g  th e  in d u s try  
has been c h a ra c te r iz e d  as  one in  which v e r t i c a l  and h o r iz o n ta l  m ergers 
a re  th e  p re v a le n t  ty p es  o f  a c q u is i t io n s .  The c o u rts  and th e  r e g u la to ry  
agenc ies  a re  becoming more e f f e c t iv e  in  thw arting  th e se  k in d s  o f  m ergers. 
As a consequence, the  t r a d i t i o n a l  m erger movement w ith in  th e  in d u s try  
may w ell be g rin d in g  to  a h a l t .  Unless th e re  is  a s ig n i f i c a n t  change in  
the  d i r e c t io n  o f  m erg e rs ,o n  th e  p a r t  o f the  firm s com prising  th i s  s tu d y , 
the  m erger a c t i v i t y  w ith in  th e  in d u s try  may become a moot q u e s tio n .
Most o f th e  FTC com plain ts seem to  c u r re n t ly  rev o lv e  around th e  
p e rce n tag e  sh a re  o f  th e  r e le v a n t  m arke t. T h e re fo re , any in c re a s e  in  
m arket sh a re  appea rs  to  be a p e r  se  v io la t io n  of s e c tio n  7 o f  th e  C layton 
Ac t ,  as amended. I t  f u r th e r  appears th a t  th e  only type o f m erger a c t i v i t y
64„See p . 5 3 .
159
which m ight p o s s ib ly  circum vent th e  amended a c t  i s  "n eg a tiv e  space" 
m erge rs. However, th e se  m ergers a r e  r e l a t i v e l y  In c o n se q u e n tia l fo r  th e  
in d u s try  a s  a w hole. Though, as in  th e  ca se  of S c o tt  a c q u ir in g  th e  
T echn ifax  Company, i t  may be s ig n i f i c a n t  to  a p a r t i c u l a r  company. 
N e v e rth e le s s , th e  e x te n s iv e  use o f "n e g a tiv e  space" m ergers appears 
dubious a t  t h i s  tim e. C onsidering  th e  h i s t o r i c a l  tre n d  o f  m erger a c t i v i t y  
in  th e  in d u s try ,  i t  ap p ears  to  em phasize once m ore, th a t  the  a t t i t u d e  o f  
management toward m ergers w i l l  have to  change in  o rd e r fo r  the  m erger 
movement to  g a in  new im petus.
O ther problem L area- a s s o c ia te d  w ith  m ergers a re  u su a lly  th o se  
d e a lin g  w ith  f in a n c ia l  and acc o u n tin g  p r a c t ic e s  and p r in c ip le s ,  assum ing 
a n t i t r u s t  consequences have been o v e r c o m e . N e v e r t h e l e s s ,  th i s  overlooks 
an  im po rtan t a s p e c t o f  any m e rg e r-- th e  problem s a s s o c ia te d  w ith  p e o p le . 
L ouis W. M atusiak w r i t e s ,  " I n a t te n t io n  to  th e  p e rso n n e l a re a  can reduce 
m a te r ia l ly  th e  p r o f i t a b i l i t y  o f a seem ing ly  'p e r f e c t - f i t '  m erger o r , in  
some c a s e s , a c tu a l ly  p re v e n t a  p roposed  m erger from becoming a r e a l i t y .  
M atusiak  goes on to  p o in t  ou t th a t  problem s can o f te n  be avoided by th e  
r i g h t  approach  to  th e  m erger. For exam ple, a m erger should  n o t be viewed 
as  an  im personal o c c u rre n c e . Many s u p e rv is o ry  p eo p le  e s p e c ia l ly  a re  
w o rried  abou t th e  fu tu r e  ro le  which they  w i l l  p la y  in  the  new o rg a n iz a ­
t i o n —th e  U. S. Plywood-Champion Paper m erger i s  a prim e example.
A fe a r  o f lo s s  o f i d e n t i t y ,  t i t l e  a n d /o r  p r e s t ig e  could  lead  to  the  
te rm in a tio n  o f a p roposed  m erger. "R are ly  do su b o rd in a te s  q u es tio n
^^See A rth u r R. W yatt, A C r i t i c a l  S tudy o f  A ccounting fo r  B usiness 
Com binations (New York: American I n s t i t u t e  o f  C e r t i f i e d  P u b lic  A ccount­
a n ts  , 1963).
^^Louis W. M atusiak , "Overcoming O b stac le s  to  M erger,"  The 
Jo u rn a l of A ccountancy . Septem ber, 1967, p .  52.
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th e  wisdom o f the m erger. What th ey  do q u e s tio n —and judge r a th e r  b.£r^.hl7  
h a r s h ly - - i s  how th e  m erger i s  accom plished , how i t  a f f e c t s  th e  p re d e c e s ­
so r  f irm , t h e i r  jobs and th em selv es . T h e re fo re , i t  i s  im p era tiv e  t h a t  
th e  program  fo r  a s s im i la t io n  be w e ll conceived  and e x e c u t e d . A s  a 
c o r o l la r y ,  n o t only  i s  th e  "people problem " im p o rtan t in  a p roposed  
m erg e r, b u t the same a n a ly s is  would e q u a lly  ap p ly  to  th e  case  o f  d i v e s t i ­
tu r e .
Having e a r l i e r  touched upon th e  s u b je c t ,  i t  is  w e ll to  re c o n s id e r  
an o th e r f a c to r  which th w arts  m erger a c t i v i t y - - r i s k .  The r i s k  o f  th e  
f a i l u r e  o f th e  m erger th a t  i s  in v o lv ed  in  any a c q u i s i t io n  seems to  grow 
g e o m e tr ic a lly  as th e  a c q u ir in g  f irm  moves away from i t s  prim ary p ro d u c­
t io n  a re a .  A ccording to  a re c e n t  s tu d y  John K itch in g  n o ted  th a t  top  
e x e c u tiv e s  were uneasy ab o u t t h e i r  com panies' a c q u is i t io n  a c t i v i t i e s .
"The e x e c u tiv e s  were uneasy about th e  r e l a t i v e l y  high degree o f r i s k
a s s o c ia te d  w ith  investm en t in  an a c q u is i t io n  compared w ith  an  e q u iv a le n t
68investm en t in ,  say , a new p l a n t , "  He a ls o  n o ted  th a t  th e se  e x e c u tiv e s  
" . . .w is h e d  to  know what th e  ' t r a c k  r e c o rd ' o f  o th e r  conçan ies had b een , 
b e fo re  a ttem p tin g  to  u n d ertak e  o r expand th e i r  own a c q u is i t io n  program . 
K itc h in g  concluded th a t  th e re  were s e v e ra l  f a c to r s  in  th e  case  o f a 
m erger f a i l u r e :  (1) th e  m erger was a r e l a t i v e  h ig h  r i s k  com binat i o n - -
conglom erate type; (2) s i z e  m ism atch was r e le v a n t  in  w hich th e  a c q u ire d  
f i r m 's  s a le s  were le s s  th an  2 p e rc e n t o f t th e  a c q u ir in g  f i rm 's  s a le s  
volume; (3) th e  change in  o rg a n iz a t io n a l  form at a f t e r  th e  m erger was 
ccanpleted was s ig n i f i c a n t  in  over 80 p e rc e n t o f the  f a i l u r e s ;  and
G^I b i d . .  p .  56.
G8john K itc h in g , "Why Do M ergers M iscarry?"  The H arvard B usiness 
Review. November-December, 1967, p .  86.
6 9 lb id .
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(4) synergy  is  m ost d i f f i c u l t  to  ach iev e  where p ro d u c tio n  f a c i l i t i e s  a re  
com bined. S t i l l ,  th e  o v e r a l l  co n c lu s io n  o f K itc h in g 's  a r t i c l e  seemed 
to  be th a t  m ergers f a i l e d  because  o f  management's f a i l u r e ,  o r la c k  o f 
a b i l i t y ,  to  cops w ith  the  new ta s k .  In  e ssen ce , he su p p o rts  M a tu s ia k 's  
"people p rob lem s" t h e s i s .  K itc h in g  concludes h i s  a r t i c l e  w ith  " F in a lly ,  
i f  the  a c q u ir in g  c o rp o ra tio n  i s  new to  th e  game, why n o t tap  th e  s k i l l s  
and ex p erien ce  o f  th e  s o p h is t ic a te d  a c q u ire r s ,  e s p e c ia l ly  t h e i r  knowledge 
in  the a re a  o f r i s k  re d u c tio n  a t  n e g o t ia t io n  tim e?"^^ I n  th e  end, 
overcoming th e  numerous problem s m entioned e a r l i e r ,  the  p rim ary  o b s ta c le  
which w i l l  s ta n d  in  th e  way o f  a m erger in  the p a p e r  in d u s try  i s  th e  
elem ent o f  r i s k .
This c h a p te r  has been devoted  to  th e  a n a ly s is  o f  some o f th e  
fo rc e s  w hich r e s t r i c t  m erger a c t i v i t y . f o r  the  pu rpose  o f  e s ta b l is h in g  
s ig n if ic a n c e  to  each o f th e se  fo rc e s  as an  o b s ta c le  to  m e rg e rs . The 
most im p o rtan t f a c to r  was the  a p p l ic a t io n  of s e c tio n  7 o f the  C lay ton  
A ct, as amended. P u rsu a n t to  th i s  a n a ly s i s ,  th e  h i s t o r i c a l  developm ent 
o f m erger a c t i v i t y  w ith in  th e  in d u s try  was d iscu ssed ; th e  "people 
problem " was p re s e n te d ; and l a s t l y ,  th e  r i s k  elem ent was examined. A ll  
o f th ese  f a c to r s  have had a d e f in i t e  b e a r in g  on the  tre n d  o f  m erger 
a c t i v i t y  in  the  paper in d u s try .
7°Ibid.
^^I b id . . p. 101.
CHAPTER VI
POSSIBLE RESULTS OF THE MERGER MOVEMENT IN 
THE PAPER AND ALLIED PRODUCTS INDUSTRY
N oting th e  number of m ergers, those  f a c to r s  were d iscu ssed  
e a r l i e r  w hich seemed to  serve as a  c a ta ly s t  fo r  the m erger movement. 
P e rsu an t to  th i s  i t  was view ed, a t  some le n g th , the c o u n te rv a il in g  
f a c to r s  w hich seemed to  serve  as p o te n t i a l ,  or a c tu a l ,  o b s ta c le s  to  th e  
a c q u is i t iv e  s p i r i t  o f th e se  com panies.
N o n e th e less , th e  in d u s try  may w e ll be i n  a p e r io d  o f r e a d ju s t ­
m ent. W ith in  th e  in d u s try  th e re  appears to  e x i s t  a  s ig n i f i c a n t  change 
in  th e  m agnitude and d ir e c t io n  o f  the  m erger movement, such as  th e  merger 
o f U. S. Plywood w ith  Champion P aper and S c o tt P a p e r 's  a c q u is i t io n  of
S. D. W arren. In  th e  case  of S c o t t ,  to  r e i t e r a t e ,  th e  c o n so lid a tio n  w ith
S. D. W arren re p re se n te d  an  a c q u is i t io n  o f  a company whose annual s a le s  
a re  over $100 m i l l io n .  In  c o n t ra s t  w ith  th e  $143 m i l l io n  in  s a le s  of 
th e  15 a c q u is i t io n s  by S t .  R egis, i t  appears th a t  c u r re n t  m ergers seem 
to  be moving in  th e  d i r e c t io n  of l a rg e r - s c a le  c o n s o l id a t io n s .  M oreover, 
a c q u is i t io n s  seem to  be moving away from h o r iz o n ta l  and in c re a s in g ly  
tow ard v e r t i c a l  and conglom erate c o n s o lid a tio n s .  In  th e  U. S. Plywood- 
Champion P aper m erger, th e  c o n so lid a tio n  appears  to  be such th a t  a v io la ­
t io n  o f  th e  amended s e c tio n  7 is  n o t e v id e n t. Thus, i t  may w ell be th a t  
the  in d u s try  is  now e n te r in g  a new th re sh o ld  o f m erger a c t i v i t y .  S t i l l ,  
th e re  a re  a number o f o th e r  p o s s ib le  r e s u l t s  s p r in g in g  from th e  m erger 




Gene G. Brewer, P re s id e n t  o f U. S. Plywood-Champion P a p e rs , 
no ted  th a t  30 y ea rs  ago th e  in d u s try  produced one p ro d u c t-- lu m b er.
"Today, we a r e  a  m u ltip ro d u c t in d u s try ,  and th e  end i s  nowhere in  s ig h t .
In  th e  same a r t i c l e  which d e a l t  w ith  th e  fo re s tp p ro d u c ts  in d u s try ,  he 
n o ted  th e  fo llo w in g  about th e  in d u s try :
1. Now, in  a new, deeper phase o f backward in te g r a t io n ,  many 
a company i s  on th e  way to  b u ild in g  a chem ical b u s in e ss  founded in  th e  
b a s ic  chem istry  o f the  t r e e ;
2. Managements a re  m a rk e t-o r ie n te d  to  an unusual d eg ree , when 
j u s t  ten  y e a rs  ago management was s t i l l  p ro d u c tio n  o r ie n te d ;
3. Today, the companies o f  the  f o r e s t  p ro d u c ts  in d u s try  m arket
5,000 p ro d u c ts ; and
4. They used to  use only  50 p e rc e n t o f a log  whereas 85 p e rc e n t 
o f a log  i s  now used.
A lthough th i s  p ap er i s  n o t concerned s o le ly  w ith  f o r e s t  p ro d u c ts , the  
t r a n s i t i o n  exp erien ced  by th i s  segment o f th e  in d u s try  se rv es  as  an 
example o f what i s  ta k in g  p la c e  th roughou t a l l  segments o f th e  pap er and 
f o r e s t  p ro d u c ts  in d u s try .  S ince  a l l  o f  th e  com panies in  t h i s  s tu d y  a re  
c h a ra c te r iz e d  as  being f u l ly - in te g r a te d  paper com panies, th e  tu rn  of 
even ts  in  re g a rd  to  f o r e s t  p ro d u c ts  in d u s t r i e s  makes them re le v a n t  as 
w ell to  th i s  s tu d y . _
One o f  th e  most s ig n i f i c a n t  a s p e c ts  o f  m ergers i s  th e  im pact
on th e  c o m p e titiv e  s p i r i t  o f  th e  in d u s try .  In  economic th e o ry , T ..
^ C h ris to p h er E l ia s ,  "The F o re s t  P roducts  In d u s try ,"  The Exchange. 
A p r i l ,  1967, p . 1.
^I b i d . , pp. 1-5.
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co m p e titio n  i s  u s u a l ly  denoted by p r i c e  co m p e titio n . Any v ic i s s i tu d e s  
in  the  m arket a re  a r e s u l t  o f  p r ic e  changes, b rough t abou t by s h i f t s  
in  th e  in d u s try  supply  an d /o r demand c u rv e s . C le a r ly ,  th e  paper and 
a l l i e d  p ro d u c ts  in d u s try  does n o t f i t  th e  model of pure ccanpetition ; y e t 
read in g  about th e  in d u s try ,  e s p e c ia l ly  in  th e  tra d e  p u b lic a t io n .  Paper 
S a le s , th e  term  c o m p e titio n  i s  e x te n s iv e ly  used to  c h a ra c te r iz e  i t .  How, 
th e n , i s  the term  ap p lied ?
To answer t h i s  q u e s tio n , c o n s id e r  the  development o f  the  m arket 
c o n d itio n s  a s s o c ia te d  w ith  C h am b erla in 's  sm all numbers c a s e - -o l ig o p o ly . 
There a re  c e r t a in  c h a r a c t e r i s t i c s  w hich a re  used to  d e sc rib e  the  t h e o r e t i ­
c a l  a sp e c ts  o f  t h i s  model; p a r t i c u l a r l y  the  f a c to r  o f  u n c e r ta in ty .  In 
o th e r  w ords, what w i l l  o th e r  s e l l e r s  do in  a g iven s i tu a t io n ?  S in ce  the 
a n t i t r u s t  laws do n o t a llow  s e l l e r s  to  a c t  in  c o n c e r t ,  the  elem ent o f 
u n c e r ta in ty  i s  param ount in  t h i s  c a s e . In  g e n e ra l,  c e r t a in  c h a r a c te r i s ­
t i c s  p r e v a i l  in  such  a m arket: (1) r e l a t i v e l y  few firm s c o n tro l  a
s ig n i f i c a n t  sh a re  o f  th e  m arket; (2) th e re  e x i s t s  a h e te ro g e n e ity  o f 
p r o d u c t s - - d i f f e r e n t i a t io n  may be r e a l  o r im aginary ; (3) e n try  o r e x i t  
may be r e l a t i v e ly  easy  o r  very  d i f f i c u l t ;  and (4) th e  p r ic e  may be s e t  
by th e  in d u s try ,  o r  by , p e rh a p s , a dom inant f irm  o r p r ic e  le a d e r .  The 
in te r a c t io n  betw een firm s i s  v e ry  s ig n i f i c a n t  s in c e  the p r ic in g  p o lic y  
pursued  by any f irm  can a f f e c t  th e  p r ic in g  p o lic y  o f  a l l  f irm s.
C ham berlain s t a t e d  fu r th e r  t h a t  d i f f e r e n t i a t i o n  e x is t s  i f  th e re  i s  any 
b a s is  fo r  d is t in g u is h in g  the  goods o f one s e l l e r  from those  o f a n o th e r .
Such a b a s is  may be r e a l  o r  fa n c ie d , so long a s  i t  i s  o f any 
im portance w hatever to  b u y e rs , and le ad s  to  a p re fe re n c e  fo r  one 
v a r ie ty  o f  th e  p ro d u c t over a n o th e r . Where such  d i f f e r e n t i a t i o n
O
See Edward H astin g s  C h a m b e rla in 's , The Theory o f  M onopo listic  
C om petition  (8 th  e d . ;  Cambridge, M ass.: H arvard U n iv e rs ity  P re s s ,  1962).
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e x i s t s ,  even though i t  be s l i g h t ,  buyers w i l l  be p a i re d  w ith  s e l l e r s ,  
n o t by chance and a t  random (as  under p u re  c o m p e tit io n ) , b u t acco rd ­
ing  to  th e i r  p r e f e r e n c e s .4
D if f e r e n t ia t io n  may be based upon c h a r a c te r i s t i c s  o f  p ro d u c t. However,
i t  may a l s o  e x i s t ,  a s  C ham berlain n o te d , w ith  th e  c o n d itio n s  which
surround  th e  s a le .
In  r e t a i l  t r a d e ,  to  take only one in s ta n c e ,  th e se  c o n d itio n s  inc lu d e  
such f a c to r s  a s  th e  convenience o f  th e  s e l l e r ' s  lo c a t io n ,  the  g en era l 
tone o r c h a ra c te r  o f  h is  e s ta b lish m e n t, h is  way o f doing b u s in e ss , 
h is  r e p u ta t io n  fo r  f a i r  d e a l in g , c o u r te sy , e f f ic ie n c y ,  and a l l  the 
p e rso n a l l in k s  which a t ta c h  h is  custom ers e i th e r  to  h im se lf  o r to  
tho se  ençloyed by him. In  so f a r  as th e se  and o th e r  in ta n g ib le  
f a c to r s  vary  from s e l l e r  to  s e l l e r ,  th e  "p ro d u c t"  in  each  case  i s  
d i f f e r e n t ,  fo r  buyers tak e  them in to  a c c o u n t, more o r  l e s s ,  and may 
be regarded  as p u rch as in g  them along  w ith  the commodity i t s e l f . ^
T h is  l a s t  s ta tem en t is  the  k eystone  because in  d e a lin g  w ith  "n o n -p ric e "
c o m p e titio n  the above m entioned f a c to r s  p la y  a more im p o rtan t r o le  than
p r ic e .  This does n o t mean th a t  p r ic e  has no in f lu e n c e , b u t s in c e  p r ic e s
th roughou t the in d u s try  have rem ained r e l a t i v e ly  s t a b l e ,  the  r o le  o f
p r ic e s  has been overshadowed by o th e r  f a c to r s .  T h e re fo re , when speaking
o f co m p e titio n  i n  th e  p ap er and a l l i e d  p ro d u c ts  in d u s try ,  i t  in v o lv es  a l l
th e  r e le v a n t  f a c to r s  su rro u n d in g  th e  s a le ,  and p r ic e  i s  on ly  one o f the
f a c to r s .
"E veryth ing  about the  p ro d u c t sounds g o od --excep t th e  p r ic e .
The in c re a s in g  r o le  of n o n -p ric e  co m p e titio n , in  p a r t ,  i s  h e lp fu l  in  
overcom ing a p r ic e  o b s ta c le .  Paper S a le s  p r e s c r ib e s  21 ways to  prove 
your p r ic e  i s  r i g h t  or to  show th a t  you a re  the  firm  from w hich to  buy,
even though the p r ic e s  charged  fo r  your p ro d u c ts  a re  h ig h e r th an  those
^ I b i d . . p .  56.
^ I b id .
^"21 Ways to  Prove Your P r ic e  Is  R ig h t ,"  Paper S a le s . May, 1966, 
pp . 36-37.
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charged by c o m p e tito rs . For exam ple, such th in g s  as  s e l l  ALL th e  fe a tu re s  
of your p ro d u c t, s e l l  q u a l i ty ,  p o in t out h idden sa v in g s , make p ro sp e c ts  
im p a tien t to  en joy  b e n e f i t s  o f p roducts  y o u 're  s e l l i n g ,  and so f o r th ,  
a re  e s s e n t i a l  in  overcoming c o n ç e t i t io n - - p r ic e  c o m p e titio n .^  By develop­
ing th e  a r t  o f  sa le sm an sh ip , a firm  moves away from p r ic e  co m p e titio n  to  
n o n -p rice  co m p e titio n .
In  an in te rv ie w  Roger A rnold , P re s id e n t o f Paper S e rv ice  Supply 
Company, a lo c a l  p ap e r m erchant says; "P ric e  is  o f te n  n o t th e  key 
f a c to r ,  b u t r a th e r  i t  i s  th e  IDEA (u n d e r lin in g  fo r  em phasis) th a t  s e l ls ." ®  
In o th e r  w ords, s e rv ic e  has become a l l - im p o r ta n t .  The pap er m erchant 
has had to  s e l l  h is  p ro d u c ts  by showing th e  custom er how they w i l l  do a 
given job b e t te r  th an  th e  p ro d u c ts  he is  now u s in g . "The key i s  hard
0
work, long h o u rs , and th e  f in a n c ia l  rew ards w i l l  ta k e  c a re  o f themselves..' 
The elem ent o f s e rv ic e  is  c r u c ia l  a t  the lo c a l  l e v e l .  A rnold  n o te s  th a t  
"T y p ica lly  a m a n u fa c tu re r 's  r e p re s e n ta t iv e  w i l l  come in to  your o f f ic e ,  
shake your hand, buy you a lu n ch , and expec t an o rd e r . However, i f  you 
ask  him to  go ou t and he lp  your salesm en, th e  m a n u fa c tu re r 's  r e p re s e n ta ­
t iv e  does n o t have th e  tim e."^®  I t  can a ls o  be s a id  th a t  abou t 10 y ea rs  
ago th i s  same s i t u a t io n  would be in d ic a t iv e  o f th e  a t t i t iu d e  o f th e  lo c a l  
paper m erchant in  h is  approach  to  custom ers. D uring th e  in te rv e n in g  
y e a rs , th e re  has been a tremendous change w ith in  th e  in d u s try .  The m i l ls
7l b i d .
g
In te rv ie w  w ith  Mr. Roger A rnold , P re s id e n t  of P aper S e rv ic e  
Supply C o ., W ich ita  F a l l s ,  T exas, March 2, 1967.
* Ib id .
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or c o n v e r te rs  have s t a r t e d  to  d ea l d i r e c t ly  w ith  th e  custom er, say a 
r e t a i l  g ro ce ry  c h a in , and th u s  th e  w h o le sa le r  i s  b y -p assed . The w hole­
s a le r ,  in  o rd e r  to  r e t a i n  h i s  s a le s ,  has had tu  a d ju s t  h is  e n t i r e  
approach. He has become ex trem ely  conscious o f s e r v ic e .  The t r a d i t i o n a l  
m arkets w hich have been the b a il iw ic k  o f paper d i s t r i b u to r s  have been 
s u c c e s s fu lly  invaded by the  m i l l s .  New m a rk e ts , new s a le s  te c h n iq u e s , 
and so f o r th  have had to  be developed. " N in è ty -f iv e  p e rc e n t o f th e  
s a le s  o f  lo c a l  d i s t r i b u to r s  were made to  g ro cery  s to r e s  in  y e a rs  p a s t .  
Today, th e  re v e rs e  i s  t r u e ;  f iv e  p e rc e n t o r le s s  o f t h e i r  s a le s  a re  
accounted  fo r  by s a le s  to  g ro ce ry  s t o r e s . "11 T h e re fo re , i t  has become 
app aren t t h a t  new approaches a r e  v i t a l  in  o rd e r  to  p re v e n t th e  c o n ç le te  
u su rp a tio n  o f th e  lo c a l  m arkets by the  m i l l s .  The n a tu re  o f  co m p e titio n  
w ith in  th e  in d u s try  has d e f in i t e l y  s h i f te d  tow ard  an in c re a s in g  r o le  
being p la y ed  by n o n -p r ic e  c o m p e titio n . In c re a se d  n o n -p r ic e  c o m p e titio n  
i s  p ro v id ed  by th e  e n tra n c e  o f new f irm s , in  th e  form o f  th e  m i l l s ,  in to  
the  m arkets t r a d i t i o n a l l y  se rv ed  by th e  p ap er d i s t r i b u t o r .
D ire c t M ill C om petition
N early  every  is su e  o f Paper S a le s  c o n ta in s  one a r t i c l e  abou t • 
co m p e titio n . A gain , n o n -p ric e  c o m p e titio n  i s  th e  b a s ic  co ncern . The 
a r t i c l e  i s  o f te n  d i r e c te d  tow ard th e  p ap er m erchant and u s u a lly  p o in ts  - 
ou t th a t  th e  w h o le sa le r  i s  n o t an  anachronism . The in fe re n c e  i s  th a t  
th e  w h o le sa le r  need n o t ,  th ro u g h  d e f a u l t ,  y ie ld  h i s  b u s in e s s  to  the 
m i l l s .  One such  approach  i s  seen  in  an a r t i c l e  w r i t t e n  by S au l Herman-- 
a w h o lesa le  p ap er m erchan t. He says t h a t  he can u s u a l ly  o u t s e l l  th e  
m i l l s .  "The m ajor re a so n  i s  sim ple; he p ro v id e s  th e  k in d  o f s e rv ic e
l l l b i d .
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^ 12  t h a t  no m i l l  could  p o s s ib ly  hope to  m a tch ."  Herman adds, "A good
house m ust be w i l l in g  to  c a r ry  in  s to c k  a l l  th e  paper item s used by a
p r o s p e c t . • .a ls o  d e l iv e ry  m ust be p r o m p t . . . .  A nother th in g  i s  top q u a l i ty
13l i n e s . . .  th e se  buyers want th e  b e s t . "  One th in g  t h a t  has been a door- 
opener fo r  him i s  t h a t  h is  f irm  has the  a b i l i t y  to  make qu ick  d e l iv e r ie s  
from i t s  own in v e n to ry . Even though h is  p r ic e s  m ight be no low er, o r 
even somewhat h ig h e r ,  than  those  o f fe re d  by m i l l  c o m p e tito rs , h is  recom­
m endations sometimes reduce co s ts  fo r  cu stom ers. "More e s s e n t i a l  than  
a n y th in g , how ever, i s  th e  sa lesm an 's  know-how.. .he m ust know h is  b u s in ess  
and know i t  w e l l ." ^ ^  Herman's f o r te ,  and th e  f o r t e  o f  any su c c e ss fu l 
m erchan t, l i e s  in  th e  f a c t  th a t  he p ro v id es  f a r  g r e a te r  s e rv ic e  than 
co u ld  be re n d e re d  to  a custom er by a d i r e c t  m i l l  s u p p lie r .
He can g u a ra n te e  im mediate d e liv e ry  when s u p p lie s  a re  needed; le s s  
money m ust be t i e d  up in  in v e n to r ie s ;  sm a lle r  w arehouse space i s  
needed when buying i s  done in  sm a lle r  lo t s  from a lo c a l  paper house; 
he i s  c o n s ta n t ly  a v a i la b le  fo r  a s s is ta n c e ,  w hereas m i l l  men may no t 
be in  th e  c i t y  fo r  days a t  a tim e; and by s e l l in g  the  l in e s  of 
s e v e ra l  m i l l s ,  he is  a b le  to  p ro v id e  th e  b e s t  item  fo r  every  u se , 
w ith o u t h av ing  to  s u b s t i tu t e  a le s s  adequa te  item  i n s t e a d . 15
To sum m arize, th e  p ap er m erchant o f  to d a y , f in d in g  h is  m arkets encroached
upon by d i r e c t  m i l l  s e l l i n g ,  has had to  change h is  p h ilo so p h y  toward the
amount of s e rv ic e  o ffe re d  b e fo re , a t  th e  tim e o f ,  and a f t e r  th e  s a le .
The m i l l s  have indeed  p layed  a ro le  in  th e  p r ic e  p o l ic y  of th e
p ap e r d i s t r i b u t o r s .  In  g e n e ra l ,  th e  m i l l s  have been re s p o n s ib le  to  a
g r e a t  degree fo r  ho ld in g  down p r ic e s  charged  by p ap er d i s t r i b u to r s .
l^ S a u l Herman, "D on 't Be A fra id  o f  D ire c t  M ill C o m p e titio n ,"  
P aper S a le s . December, 1957, p . 22.
l ^Ibid. 
l ^ Ib id .
^^I b id . .  p . 23.
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As a consequence, many paper d i s t r i b u to r s  have employed ex te n s iv e  p r ic e  
c u t t in g  In  o rd er to  m a in ta in  t h e i r  s a le s  m arke t. This may account fo r  
th e  numerous a r t i c l e s  found In  th e  same tra d e  jo u rn a l decry ing  th e  use o f 
e x te n s iv e  d isc o u n tin g  by m erch an ts . In  1961, " th e  FTC s a id  I t  was 
d r a f t in g  l e g i s l a t i o n  to  go to  Congress r e q u ir in g  m il ls  to  s e l l  paper d i s ­
t r i b u to r s  a t  low er p r ic e s  th an  to  chain s and d ire c t-b u y in g  r e t a i l e r s .
The need fo r  such l e g i s l a t i o n  I s  an In d ic a t io n  th a t  th e  m erchant has been 
h ard  p re s s e d  by the  m i l l s .  When th e  p re s s u re  o f  th e  m ills  Is  coupled 
w ith  an In d u s try  o f te n  faced  w ith  excess c a p a c ity ,  th e  m erchant I s  
f re q u e n tly  c o n fro n te d  w ith  th e  need to  cu t p r i c e s .  Given In c reased  
s a le s  and even g r e a te r  In c rea sed  o p e ra tin g  c o s t s ,  "some o p e ra to rs  con­
tin u e  m eeting  th i s  problem  w ith  p r ic e  c u t t in g ,  though th i s  was p ro v in g , 
ag a in  and a g a in , a s h o r t - s ig h te d  approach , le ad in g  a t  tim es to  bank­
ru p tc y ." ^ ^  Dick R e in h ard t, p u b lis h e r  o f Paper S a le s . co u n se lled  In  
November, 1960, "The s a f e s t  way fo r  a p ap er m erchant to  o p e ra te , w hether
In  I n d u s t r i a l  or p r in t in g  p a p e rs .  I s  to  p u b lish  a p r ic e  l i s t  and then
18s e l l  every  custom er on e x a c tly  th e  same b a s i s . "  L a s t ly ,  S tephen 
B o llin g , commenting on developm ents over th e  l a s t  25 y e a rs , no ted: 
"M erchants have alw ays been accused  of p r ic e  c u t t in g  b u t m i l l s  seem 
even w orse. In  th e  face  o f  e x c e l le n t  demand, even s h o r ta g e s . T here­
fo re ,  I t  may be concluded th a t  p r ic e s  a re  o f te n  th e  m ajor co m p etitiv e
Ib iip r in tin g  P apers: The Fabulous Y e a rs ,"  Paper S a le s . Jan u ary ,
1966, p . 64.
^^"IndtE B trial P apers: E pic E ra ,"  Paper S a le s . Jan u ary , 1966,
p. 47.
I G lbid. .  p . 48.
I S lh ld . .  p . 52.
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weapon used by bo th  m erchants and m i l l s .  At any r a t e ,  th e  f a c t  th a t  
p r ic e  wars e ru p t from tim e to  tim e seem to  in d ic a te  th a t  m onopo lization  
does n o t e x i s t  a t  the  lo c a l  le v e l .
The ro le  of d i r e c t  s e l l in g  by the  m il ls  has been tw o fo ld .
F i r s t :  i t  has served  as  a means o f  m a in ta in in g  r e l a t i v e l y  s ta b l e  p r ic e s
in  th e  lo c a l  m ark e ts . Second: th e  p r ic e  co m p e titio n  p ro v id ed  by th e
m il ls  has been c o u n te rac te d  by v ig o ro u s  n o n -p rice  c o m p e tit io n , encom­
p a ss in g  a l l  th e  a sp e c ts  su rround ing  th e  s a le  of p ap e r and a l l i e d  p ro d u c ts .
P roduct D iv e r s i f ic a t io n  
The one c h a r a c te r i s t i c  which b e s t  summarizes the in d u s try  i s  
"change. A f te r  rev iew ing  th e  im pact o f  d i r e c t  m i l l  s a le s  on th e  paper 
d i s t r i b u to r ,  i t  has been noted th a t  th e  m erchant has tu rn ed  to  p ro v id in g  
th e  custom er w ith  b e t te r  s e rv ic e  as a means o f  r e ta in in g  h is  m arket. 
However, s e rv ic e  a lone i s  no t enough, b u t r a th e r  th e  m erchant has become 
a know ledgable s p e c i a l i s t  who o f te n  i s  more know ledgable ab o u t a cu s­
to m er's  needs than  th e  custom er h im se lf .  "Product knowledge has become 
a most im portan t a s s e t ,  e s p e c ia l ly  in  i n d u s t r i a l  packag ing  s e rv ic e .
T h is , o f  co u rse , has se p a ra te d  th e  o rd e r  tak en  from the  p r o fe s s io n a l  
s a l e s m a n . T h e  new c o m p e titio n  h a s , th e re fo re ,  r e s u l te d  in  th e  p la c in g  
o f a g r e a te r  demand upon the m e rc h a n t 's  s a le s  fo rc e . However, i n t e r e s t  
l i e s  n o t only in  the  need fo r  b e t t e r  sa lesm en  b u t a l s o  in  th e  develop­
ment o f new p ro d u c ts  w hich n e c e s s i t a te  the  emergence o f  te c h n ic a l ly  
know ledgable salesm en.
^°See p . 22.
^ ^ " In d u s tr ia l  P a p e rs ,"  p .  53.
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Using a p h ra se  from th e  25th  A n n iversary  Is su e  o f  P aper S a le s . 
"1941-1965 The In c re d ib le  P aper P roducts R evolution," may s u c c in c t ly  
denote th e  change in  th e  in d u s try .  C onsider th e  number o f  c a r to n  s iz e s  
produced by K im berly -C lark : " N in e ty -s ix  new s ta n d a rd  c a r to n  s iz e s  have
been added fo r  a t o t a l  o f 2,100."2% T his s e rv e s  as a ty p ic a l  example 
from th e  in d u s try ,  and r e p re s e n ts  th e  g re a te r  v a r ie ty  o f  e x is t in g  
p ro d u c ts  being  o f f e r e d .  M oreover, i t  p o in ts  up once a g a in  th e  im portance 
of w e l l - t r a in e d  salesm en to  h e lp  custom ers s e l e c t  th e  p ro d u c ts  b e s t  
s u i te d  f o r  t h e i r  n e e d s .
The p ro d u c t r e v o lu t io n  has gained  added im petus as  p ap er proved 
to  be an id e a l  s u b s t i t u t e  fo r  g la s s ,  t i n ,  s t e e l ,  b u r la p , canvas, c lo th ,  
ru b b e r , l e a th e r  and many o th e r  p ro d u c ts . Not a l l  o f  th e  a p p l ic a t io n s  
have p roved  them selves in  th e  lo n g -ru n , b u t o th e rs  have found wide s c a le  
m arket a c c e p ta n c e . D uring th e  d is c u s s io n  o f  the  many types  o f d iv e r s i ­
f i c a t io n  m erg e rs, numerous examples have been c i t e d ;o f  new p ro d u c ts  
being se rv ed  by th e  p ap er in d u s try .  S ince p ap er i s  an id e a l  s u b s t i tu te  
fo r  numerous p ro d u c ts ,  th e re  i s  a h ig h  degree of c r o s s - e l a s t i c i t y  o f 
demand between p ap e r and o th e r  m a te r ia ls ,  e s p e c ia l ly  tho se  m a te r ia ls  
used in  pack ag in g . Much o f th e  p ro d u c t developm ent i s  d i r e c t l y  a t t r i b ­
u ta b le  ;to  t h i s  in t e r in d u s t r y  co m p e titio n  fo r  th e  packag ing  m ark e t. One 
example i s  th a t  o f  p ap e r m ilk  c a r to n s  re p la c in g  g la s s  c o n ta in e r s .  In  
a d d i t io n ,  th e  p ro d u c t p r o l i f e r a t i o n  w ith in  th e  in d u s try  i s  r e a d i ly
23ap p aren t in  th e  Source o f  Supply D ire c to ry  o f  paper and a l l i e d  l i n e s .
22Paper S a le s . F eb ru a ry , 1966, p . 42.
23See Source of Supply D ire c to ry  (P ark  Ridge: Peacock Business
Press ,  I n c . ,  1965).
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This annual p u b l ic a t io n  no t only  p ro v id es  a  com plete l i s t i n g  o f  paper 
and a l l i e d  products, b u t a ls o  c i t e s  th e  numerous s u p p lie r s  of th e se  
p ro d u c ts . I t  i s  o f  I n t e r e s t  t h a t  few p ro d u c ts  have b u t one o r two 
sources o f  supp ly . T y p ic a lly ,  th e re  a re  a t  l e a s t  a dozen or more manu­
f a c tu r e r s  o f  th e  p ro d u c ts .  The p ap er m erchant does have a broad source 
o f su p p ly , and In  l i g h t  o f  th e  m erger a c t i v i t y  which I s  c h a r a c te r i s t i c  
of the In d u s try ,  th e  sou rces  appear to  be In c re a s in g  r a th e r  than  
d e c re a s in g .
L a s t ly ,  th e  m erger a c t i v i t y  o f th e  10 m ost a c t iv e  a c q u ls l to r s  
has added to  th e  deepening  of p ro d u c t m ix. In  a number o f c a se s , 
m ergers have been u t i l i z e d  to  ga in  a c c e ss  to  a new m arket. By p ro v id in g  
In g re s s , a d d i t io n a l  so u rces  o f  supp ly  have been added which have enab led  
the m erchant to  keep p ace  w ith  th e  p ro d u c t p r o l i f e r a t i o n .  A su rvey  
re p o rte d  In  P r in te r s  In k  I l l u s t r a t e s  the  s ig n if ic a n c e  o f new p ro d u c ts  a t  
th e  r e t a i l  l e v e l .  The survey  In c lu d es  th o se  Item s c a r r ie d  by a cha in  o f 
food s to r e s  In  M inneapolis In  1967, and compares them w ith  those  found 
In  a com parable survey conducted In 1957. The new Item s account fo r  55 
p e rc e n t o f th e  Items now h an d led . M oreover, th e s e  item s c o n tr ib u te  52 
p e rc e n t o f  u n i t  s a le s ,  re p re s e n t 52 p e rc e n t o f d o l la r  s a le s ,  and ea rn  
57 p e rc e n t o f  d o l la r  m a r g i n s . T h e  fo llow ing  ta b le  denotes th o se  
p roducts  ex p erien c in g  marked grow th. P aper p ro d u c ts  have In creased  
66 p e rc e n t,  re p re s e n t in g  a 72 p e rc e n t g a in  In  s a le s  o f these p ro d u c ts .
I t  may be n o ted  f u r th e r  bhafc9Bÿ 1B57 the  In d u s try  e n te re d  In to  a s i g n i f i ­
can t m erger p e r io d . By 1967 the  e f f e c t  o f  th e se  m ergers r e f l e c t s  a 
g re a te r  p ro d u c t mix. W ith r e t a i l  paper p ro d u c t s a le s ,  th e  In tro d u c tio n
^^"P roduct C a te g o rie s  Showing Marked G row th," P r i n t e r s ' I n k . 
A ugust;25, 1967, p . 8.
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TABLE 29
PRODUCT CATEGORIES SHOWING MARKED GROWTH FROM 1957 TO 1967
( In  P e rcen t)
Item New Item  As 
P e rc e n t of 





Paper p ro d u c ts 66 72:. 96
P rep ared  canned foods 73 120 138
Laundry d e te rg e n ts 53 67 162
P e t  foods 81 85 99
R e fr ig e ra te d  doughs 85 111 160
Snacks 71 154 177
F rozen  d in n e rs 72 88 140
Candy 53 101 112
^ P ro f i t  g a in  from s e l l in g  th e se  p ro d u c ts .
Source: "P roduct C a teg o rie s  Showing Marked G row th," P r in t e r s '  In k .
August 25, 1967, p . 8.
o f a new p roduct i s  n o t s t r i c t l y  a s in g le  p ro d u c t l i n e ,  b u t r a th e r  th e  
new p ro d u c t i s  o f fe re d  in  a m u l t i - l in e  sequence. For in s ta n c e , i f  a 
new l in e  of t i s s u e  p ap er i s  in tro d u c e d , i t  comes in  a s e r ie s  o f d i f f e r e n t  
s iz e d  packages as w e ll as a number o f  c o lo rs .  A ccording to  some so u rc e s , 
th e  in tro d u c tio n  of a s in g le  p ro d u c t l in e  i s  u s u a lly  u n su c c e ss fu l. 
T h e re fo re , paper p ro d u c ts  e s p e c ia l ly ,  as th e  above m entioned d a ta  su g g e s t, 
have been w idely  expanded. Not a l l  o f the  h e te ro g e n e ity  i s  a t t r i b u t a b l e  
to  m erger a c t i v i t y ;  however, i t  appears th a t  m ergers d id  p la y  an impor­
ta n t  r o le  in  th i s  a re a .
The E f fe c ts  o f  I n te g ra t io n  
M ergers and a c q u is i t io n s  have r e s u l t e d  in  a new e ra  o f m arke ting  
te ch n iq u es , b u t what e f f e c t  has the waves o f m ergers had upon the
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in d u stry ?  The i n i t i a l  wave o f m ergers r e s u l t e d  from th e  f a c t  th a t  during  
th e  e a r ly  1950' s ,  th e  q u a n tity  o f  paper p ro d u c ts  demanded has acceeded 
th e  q u a n tity  s u p p lie d . The r e s u l t s  have been h ig h  p r i c e s ,  h igh  p r o f i t s ,  
and a c q u i s i t io n s .  P aper m anufac tu rers  have become f u l l y  in te g ra te d  
com panies, moving from a c q u is i t io n s  o f f o r e s t  re so u rces  to  th e  a c q u is i ­
t io n s  o f paper h o u ses . However, many companies have found th e  o p e ra tio n  
of w holesale  e s ta b lish m e n ts  no t to  th e i r  l ik in g .  For exam ple, S c o tt  
Paper took over the  o p e ra tio n  of an E as te rn  paper house, and a f t e r  one 
y ea r, d iv e s te d  i t s e l f  o f the  o p e ra tio n . ^S cO tt'd ropped  th e  paper house 
because of th e  fo llo w in g  reaso n s:
1. th e  problem  o f  m a in ta in in g  adequate  warehouse s to c k s ;
2. th e  problem  of b i l l i n g  hundreds of custom ers in  a g iven
lo c a l m arket;
3. th e  f a c t  th a t  many lo c a l  companies p r e f e r r e d  to  d ea l w ith
lo c a l m erchants r a th e r  than  w ith  branch warehouses o f  n a t io n a l  o rg a n iz a ­
t io n s ;  and
4. th e  n e c e s s i ty  fo r  hand ling  th e  thousands of lo c a l  problem s
th a t  r e q u ire  the  im m ediate a t te n t io n  o f a lo c a l  r e p re s e n ta t iv e  w ith  an
25in tim a te  knowledge o f  custom er n eeds.
In  s p i te  o f  t h i s ,  th e  a c q u is i t io n  wave has con tin u ed .
In  1960, Champion Paper acq u ired  C arp en te r P aper Conçany which
had acq u ired  numerous p aper d i s t r i b u to r s  p r io r  to  1960. "The tra d e
took im mediate n o t i c e ,  as th i s  le ad in g  m anufactu rer o f  many paper l in e s
26became owner of a  s iz e a b le  d i s t r i b u to r  com plex." A nother s ig n i f i c a n t
25
Paper S a lesZ •February. 1966, p. 66.
Ẑ Ib id . .  p. 67.
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m i11-m erchant a c q u is i t io n  which o ccu rred  around th e  same time was 
K im b e rly -C la rk 's  p u rchase  o f  B lake, M o f f i t t  & Towne. There were a number 
of s im i la r  m ergers which have been n o te d . The im portance o f th ese  
m ergers la y  in  th e  f a c t  th a t  the  so u rces  o f  su p p ly  fo r  many m erchants 
were a f f e c te d .  A lso , th e  "dem o n stra tio n  e f f e c t "  seemed to  p re v a i l  as 
one a f t e r  an o th e r  o f  th e  m ajor paper m a n u fa c tu re rs  began acq u irin g  
m erchant h o u s e s .
A ll  in  a l l ,  th e  im pact o f  th e se  m ergers has p rov ided  a "L es te r 
27E f f e c t"  or "Shock E f f e c t . "  As in c re a se d  wages have r e s u l te d  in  
s t im u la t in g  improvements in  management and la b o r  perform ance, so too 
have m ergers s tim u la te d  th e  e n t i r e  in d u s try .  New p ro d u c ts , new te c h ­
n iq u e s , b e t t e r  u t i l i z a t i o n  o f  re s o u rc e s ,  a l l  have become common p ra c ­
t i c e s  w ith in  th e  in d u s try .  The growth o f n o n -p r ic e  co m p etitio n , as w e ll 
as p r ic e  c o m p e titio n , has d e f in i t e ly  c a r r i e d  s e rv ic e  to  the fo re f ro n t  
in  th e  in d u s try .  L a s t ly ,  th e  in d u s try  has found i t s e l f  on the  c r e s t ,  
p e rh a p s , o f  a new and more conplex  m erger wave o f  a c t i v i t y .  I t  seems 
th a t  th e  in d u s try  i s  now a t  a p o in t  where e x te n s iv e  v e r t i c a l  and con­
g lom erate  ty p es  of m ergers may o ccu r. The b u lk  o f conglom erate m ergers 
may ta k e  th e  form o f p r im a r ily  m arket e x te n s io n  m ergers. They should 
co n tin u e  to  p ro v id e  th e  means o f g a in in g  acc ess  to  new m arket areas  
r a p id ly .
The en p h asis  on g eo g rap h ica l m a rk e ts , a s  w e ll a s  the development 
of p ro d u c t l i n e s ,  i s  r e f le c te d  by the  d a ta  in  an  annual r e p o r t .  Of 
i n t e r e s t  i s  the  e v o lu tio n  in  th e  annual r e p o r t  from the  e a r ly  1950's
^^R ichard  A. L e s te r ,  Economics o f Labor (2nd e d .;  New York: 
MacMillan Company, 1964), p . 517.
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th ro u g h  th e  m id - s ix t ie s .  A t th e  o u ts e t  of th i s  s tu d y , th e  b a s ic  p ro d u c t 
l in e s  fo r  each conqpany have u s u a lly  been c i te d  by g e o g ra p h ic a l re g io n . 
U sing S t .  Regis as  an ex an p le , i t s  annual re p o r t  l i s t s  each p la n t  and 
th e  p ro d u c t produced a t  th a t  s i t e .  In  1955, th e  company has had 43
28dom estic  p la n ts  and 9 foreign-ow ned a f f i l i a t e s  d e sc r ib e d  in  th e  r e p o r t .
By 1965, th e  annual re p o r t  h a s  in c o rp o ra te d  a new fo rm at. In  t h i s  r e p o r t
each m ajor p ro d u c t i s  c i te d  in d iv id u a l ly ,  and under each  head ing  i s
l i s t e d  a l l  th e  v a r io u s  p la n t  lo c a tio n s  where th e  p ro d u c t i s  p roduced .
For e x a n ç le , where S t .  Regis has had 8 c o rru g a ted  box p la n ts  in  1955,
29th e  1965 re p o r t  c i t e s  26 such m anufac tu ring  p la n t s .  O bviously , n o t 
a l l  o f th e se  new p la n ts  are a t t r i b u t a b l e  to  m erge rs. B ut, th e  p o in t  i s :  
i t  ap pears  th a t  th e  10 most a c t iv e  a c q u is i to r s  have become engaged in  a 
numbers game. "Keep up v ia  m erger" seems to  be th e  theme song fo r  th e se  
f irm s . I t  i s  d i f f i c u l t  no t to  be im pressed by th e  Annual R eports o f th e  
Mead C o rp o ra tio n . Each r e p o r t  p re s e n ts  a map of th e  U n ited  S ta te s  on 
which t h e i r  p la n t  s i t e s  have been lo c a te d . I t  i s  indeed  im p ressiv e  
to  n o te  th e  manner in  which th e  map i s  being  covered  w ith  more d o ts ,  
s t a r s ,  and l in e s  w ith  each su c c e s s iv e  annual r e p o r t .  As a consequence, 
th e  m a n ife s ta t io n  of merger a c t i v i t y  may, in  p a r t ,  be a t t r i b u t a b l e  to  
c o rp o ra te  annual r e p o r t s - - th e  "dem o n stra tio n  e f f e c t "  m a n ife s ta t io n .
The Consumer
Under th e  model of p u re  co m p e titio n , th e  p ro d u c ts  a re  homo­
geneous— id e n t i c a l .  The consumer i s  th u s  a f fo rd e d  no ch o ice  o th e r  than  
th e  ch o ice  to  p u rc h a se , or n o t  to  p u rc h a se , th e  ite m . As denoted in
^^Annual R eport; 1955. S t .  Regis Paper Company, p . 11.








C hapter I I I ,  m ergers a re  o f te n  undertaken  a s  a means o f adding to  th e  
p ro d u c t h e te ro g e n e ity  o f a  company. T h e re fo re , th e  e f f e c t  which m ergers 
have had upon th e  consumer has been b e n e f i c ia l .  The obvious q u es tio n  
i s :  in  w hat way has th e  consumer b e n e fite d ?
A gain  u s in g  th e  model of co m p e titio n , th e  model i s  c i te d  as 
d e s ir a b le  because  s o c ie ty  i s  thus o f fe re d  p ro d u c ts  a t  th e i r  low est c o s t .  
In  o th e r  w ords, g iven  a p e r f e c t ly  e l a s t i c  demand cu rv e , h o r iz o n ta l  l i n e ,  
th e  e q u ilib r iu m  p o s i t io n  fo r  the firm  i s  a t ta in e d  when p r ic e  i s  equal 
to  average c o s t ,  P = AC. At t h i s  p u tp u t ,  average revenue i s  equal to  
average c o s t ,  AR = AC, which means th e  firm  i s  r e a l iz in g  normal r e tu r n s .  
The s ig n i f ic a n c e ,  though, i s  th a t  average c o s t  i s  a t  a minimum. Graph­
i c a l l y ,  i t  i s  shown in  F ig u re  5. The p r i c e ,  P , i s  equal to  average c o s t ,  






o p e ra tin g  a t  th e  p o in t  o f p r o f i t  m axim ization , as w e ll as a t  th e  low est 
p o in t of i t s  average c o s t cu rv e . However, the  p ro d u c ts  d i s t r i b u te d  in  
th e  paper in d u s try  a re  d if f e r e n t ia te d - -h e te ro g e n e o u s . Hence, th e  demand 
curve faced  by any firm  would be n e g a tiv e ly  s lo p ed , in d ic a t in g  th a t  
g iven  a p r ic e  change, d i f f e r e n t  q u a n t i t i e s  a re  demanded. The s i g n i f i ­
cance o f t h i s  becomes ap p a re n t when examining F ig u re  6. The firm  would 
o p e ra te  where MR = MC, bu t a t  th i s  o u tp u t, X, the  average c o s t  i s  equal 
to  average rev en u e , b u t the p r ic e ,  P , i s  above th e  low est p o in t  on th e  
f i r m 's  AC cu rv e . The p o in t  o f tangency of a dow nw ard-sloping demand 
curve is  obv io u sly  above th e  minimum c o s t o f p ro d u c tio n  o u tp u t, denoted 
by X '.  The consumer, a s  a r e s u l t ,  i s  co n fro n te d  w ith  a h ig h e r  p r ic e  and 
fewer u n its  th an  may be th e  case under co m p e titio n .
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Theory su g g es ts  th a t  i f  th e re  i s  a movement away from p ro d u c t 
hom ogeneity and th e  model o f co m p e titio n , th e  r e s u l t  i s  th a t  th e  con­
sumer i s  p e n a l iz e d  by being  co n fro n ted  w ith  h ig h e r p r ic e s  and fewer 
u n i t s .  But th e o ry  a ls o  p rov ides th e  to o ls  to  r e f u te  such an an a ly & is-- 
th e  bugaboo o f  economies of s c a le .  B r ie f ly ,  s in c e  economics reco g n izes  
a c u rv e l in e a r  average c o s t curve, i t  can be argued th a t  in te r n a l  
economies a re  r e le v a n t  f a c to r s .  Assume a number o f com p etitiv e  firm s 
i s  jo in e d  in to  one la rg e - s c a le  firm , d e f in i t e  economies may be g e n e ra te d . 
As a r e s u l t ,  th e  average c o s t curve may f a l l ,  r e f l e c t i n g  a lower p e r 
u n i t  c o s t  fo r  p roducing  a given u n i t  o f outpiut. Assuming th is  to  be the  
c a se , th e  c o n so lid a te d  firm  may now be w i l l in g  to  p ro v id e  more u n i t s  a t  
a lower p r i c e .  In  f a c t ,  a number o f  m ergers has been d iscu ssed  in  which 
a g r e a te r  q u a n t i ty  o f  goods has been s o ld  a t  lower p r ic e s  a f t e r  a merger 
(se e  b e lo w ).
The q u e s tio n  which im m ediately a r i s e s  i s  w hether the  consumer, 
o r  the  c o m p e tito r , i s  in  need o f p r o te c t io n .  Economic theo ry  su g g es ts  
th a t  i f  a f irm  i s  unable  to  cover i t s  av erag e  c o s t  o f p ro d u c tio n  in  the 
s h o r t - ru n ,  th e  f irm  should  e x i t  the  in d u s try  in  th e  lo n g -ru n . However, 
th e  c o u r ts  and th e  re g u la to ry  bod ies have muddied th e se  w aters  by 
m in im izing  th e  q u e s tio n  of p r ic e s .  S t i l l  i t  should  be noted th a t  the 
c o u r ts  a r e  a p p a re n tly  concerned, n o t  w ith  s h o r t- ru n ,  b u t r a th e r  w ith  
lo n g -ru n  consequences o f m ergers. In  o th e r  w ords, th e  lower p r ic e s  
r e s u l t in g  from a g iven  m erger a re  o f te n  c o n s tru ed  as  being  only tem porary . 
Once a m o n o p o lis tic  p o s i t io n  i s  e s ta b l i s h e d ,  p r ic e s  may be pushed ever 
upward. I t  i s  th e  p o te n t ia l  a b i l i t y  to  c o n tro l  p r ic e s  through th e  domi­
n a t io n  o f  th e  m arket th a t  has been one o f  th e  m ajor o b s ta c le s  c o n fro n tin g  
th e  m erger movement. C itin g  S c o t t 's  a c q u i s i t io n  of Soundview Pulp  C o .,
180
D e tr o i t  S u lp h ite  Pulp and P ap er C o ., and H o llin g sw o rth  & Whitney Co. 
a s  an exam ple, i t  has been-.noted th a t  th e  PTC a p p a re n tly  m inim ized 
p r e v a i l in g  m arket p r ic e s  a f t e r  th e  m e r g e r . T h e  concern i s  a p p a re n tly  
th e  p ro b ab le  e f f e c t  on e x i s t in g  c o m p e tito rs . Does th e  mere e x is te n c e  
o f  a la rg e  number o f f irm s b e n e f i t  so c ie ty ?
"Economics i s  th e  s tu d y  o f how men and s o c ie ty  choose , w ith  o r 
w ith o u t th e  use o f  money, t o  employ sc a rc e  p ro d u c tiv e  re so u rc e s , which 
cou ld  have a l t e r n a t iv e  u s e s ,  to  produce v a rio u s  commodities over tim e 
and d i s t r i b u t e  them fo r  consum ption , now and in  th e  fu tu r e ,  among v a r io u s  
peo p le  and groups in  s o c i e t y ."  The em phasis i s  p la ced  on a l lo c a t io n  o f 
re so u rc e s  f o r  consum ption. Thus i t  would seem th a t  economics se rv es  
consum ption, no t n e c e s s a r i ly  c o m p e tito rs . C om petition , o r th e  model o f 
co m p e titio n , i s  m ere ly  a means to  an end. Suppose th a t  a merger does 
r e s u l t  in  th e  r e a l i z a t i o n  o f  low er p e r  u n i t  c o s ts ;  i t  would seem th a t  
economics i s  s e rv in g  th e  pu rpose f o r  w hich i t  i s  p u rp o rted  to  s e rv e --  
th e  consumer, i f  th a t  m erger i s  a llow ed  to  s ta n d .
Im m ediately , th e  c o u n te r  argum ent a r i s e s .  What about m onopoliza­
tio n ?  Given the s ta g e  o f  developm ent o f the paper and a l l i e d  p ro d u c ts  
in d u s try  a t  th i s  tim e, m o n o p o liza tio n  i s  no t a s e r io u s  is s u e .  In  f a c t ,  
th e  m erger movement seems to  have enhanced th e  co m p etitiv e  s i tu a t io n .  
E x ten s iv e  geog raph ic  p e n e t r a t io n  has been accom plished by m ergers. As 
a d d i t io n a l  companies move in to  new m a rk e ts , th e  s i tu a t io n  changes.
Though perhaps u n fo r tu n a te ,  th e  m arg in a l m erchant may, in  some c a se s , be 
d r iv e n  ou t in  th e  p ro c e s s .  But econom ics is  n o t d i r e c t ly  concerned w ith
3°See p. 151.
31paul A. Sam uelson, Economics (7 th  e d . ;  New York: McGraw-Hill
Book Company, 1967), p . 5 .
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th e  p e rp e tu a tio n  o f  th e  m a rg in a l f irm . Economics s t r iv e s  fo r  th e  most 
e f f i c i e n t ,  low est c o s t-o p e ra t io n  w ith , h o p e fu lly , th e  low est p o s s ib le  
p r ic e s  being  charged . I n  a d d i t io n ,  a l lu d in g  to  in d if fe re n c e  curve 
a n a ly s i s ,  the consumer may d e r iv e  a much h ig h e r le v e l  o f  s a t i s f a c t i o n ,  
c e t e r i s  p a r ib u s . i f  th e  p r ic e s  o f th e  goods consumed a re  low ered. The 
consum er's in c re ased  r e a l  income as r e f le c te d  by lower p r ic e s  in c re a se s  
th e  t o t a l  s a t i s f a c t io n  o f  s o c ie ty .  S ince much of th e  th e o r e t ic a l  a n a ly ­
s i s  in v o lv in g  the  consumer i s  ph rased  in  term s o f m axim izing th e  le v e l  o f 
consumer s a t i s f a c t i o n ,  i t  would seem th a t  to  deny the  consumer low er 
p r ic e s  would be to  come in  d i r e c t  c o n f l i c t  w ith  th e  ro le  o f  consumer 
econom ics. The consumer may b e n e f i t  from m ergers e i th e r  by r e a l iz in g  
lower p r i c e s ,  or by e x p e rie n c in g  c o n s ta n t p r ic e s .  On the  o th e r  hand, th e  
consumer should n o t be faced  w ith  in c re a se d  p r ic e s  in  o rd e r  to  p r o te c t  
th e  m arg ina l producer or p ap er m erchant.
There i s  an o th e r  a s p e c t o f m ergers which needs e la b o ra tio n  a t  
th i s  p o in t ;  the deepening p ro d u c t h e te ro g e n e ity  which has r e s u l te d  from 
numerous mergers in  th e  in d u s try .  How does th i s  a f f e c t  th e  consumer?
The is s u e  revo lves  around consumer ch o ice . I t  would be erroneous to  
assume th a t  mergers a lo n e  have c o n tr ib u te d  to  the p roduct p r o l i f e r a t i o n  
ex p erien ced  by th e  in d u s try .  N e v e rth e le ss , i t  appears th a t  m ergers have 
c o n tr ib u te d  to  th e  wide s c a le  a v a i l a b i l i t y  o f  th e se  p ro d u c t l i n e s .  The 
a c q u ir in g  firm , w ith  la rg e  f in a n c ia l  re so u rc e s  a v a i la b le ,  i s  o f te n  in  a 
b e t t e r  p o s i t io n  to  develop f a r  w ider m arkets which a re  gained  th rough  the 
a c q u is i t io n  of new f a c i l i t i e s  and th en  to  expand in t e r n a l ly  in to  th e se  
same a r e a s .  The r e s u l t  i s  b roader p ro d u c t s e le c t io n  being  made a v a i la b le  
to  the  consumer.
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L a s t ly ,  th e re  I s  one o th e r  f a c to r  which i s  p e r t in e n t  to  th e  
consumer. I t  has been n o te d  t h a t  p ap e r p ro d u c ts  a re  e a s i ly  s u b s t i tu t a b le  
fo r  numeroi^s types o f  packag ing  m a te r ia l .  O bviously , th e n , the  m a te r ia ls  
fo r  which p ap er i s  a s u b s t i tu t e  can  a ls o  be s u b s t i tu te d  fo r  p ap e r. I t  
i s  th i s  in te r in d u s t r y  c o m p e titio n  th a t  se rv e s  a s  a good, perhaps even 
b e t t e r ,  check on th e  p r ic in g  a c t i v i t i e s  o f th e  p ap er in d u s try , th an  the  
mere p resen ce  o f  a few a d d i t io n a l  p ap e r p ro d u cers  in  a g iv e n  m arke t.
The innovat io n a l  p ro cesses  which p r e v a i l  in  th e  economy a re  h ig h ly  com»:::- 
p e tife iv e .il M oreover, no m ark e t i s  w ith o u t p o s s ib le  e n tra n ts ,  and in  many 
c a se s , th e se  e n t ra n ts  r e p re s e n t  f irm s from o th e r  in d u s tr ie s .  For exam ple, 
P ro c to r  & Gambel has begun to  a c q u ire  a number o f paper p ro d u ce rs . I t  
i s  th i s  type  o f  e n tra n t  which p r o te c ts  the  consumer from th e  e f f e c t s  o f 
p o s s ib le  m onopo liza tion  which numerous m ergers may a ffo rd  an  a c q u ir in g  
company. B r ie f ly ,  the  consumer has been sp a red  any s ig n if ic a n t  p r ic e  
in c re a ses  in  th e  s h o r t  run  a f t e r  th e  numerous m ergers d iscu ssed  above, 
and in  the  long run th e  p r ic e s  charged  th e  consumer should be h e ld  in  
check by th e  fo rc e s  o f c o m p e tit iv e  p ro d u c ts - - in te r in d u s try  co m p e titio n . 
Thus i t  would seem th a t  th e  re g u la to ry  b o d ie s, when co nsidering  th e  im pact 
on th e  consumer, have, in  e s s e n c e , in f e r r e d  a non-probable r e s u l t .
Im pact o f  M ergers on S o c ie ty
Has s o c ie ty  b e n e f i te d  from th e  m erger a c t iv i ty  o f  the  paper and 
a l l i e d  p ro d u c ts  in d u stry ?  A gain , i t  would appear th a t s o c ie ty  has 
d e f in i te ly  gained  from such  m erger a c t i v i t y .
S ince  a n t i t r u s t  cases  a re  re so lv e d  on th e  basis of "p robab le"  
e f f e c t s  on co m p e titio n , the  is s u e  o f  in t e n t  i s  param ount. I f  in t e n t  i s  
based upon m onopo lization  o f  a  m ark e t, m ost observ ers  would ag ree  th a t  ■.
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a m erger t r a n s p i r e d  under such c ircu m stan ces  sao u ld  be d isa llo w ed . 
However, i t  seems th a t  th e  e v o lu tio n a ry  s p i r i t  u n d e rly in g  to d a y 's  corpo­
r a t e  e n t e r p r i s e  may be to  g a in  a s  la rg e  a sh a re  o f  a g iven  m arket as  
p o s s ib le .  The q u e s tio n  a r i s e s :  what i s  an a c c e p ta b le  te ch n iq u e  which
can be u t i l i z e d  to  g a in  a ^ la rg e r  share  o f th e  m arket b e in g  served? 
N a tu ra l g row th--how ever th a t  may be d e f in e d - - is  c o n s id e re d  an accep tab le  
te c h n iq u e . L e g a lly , i f  a company evo lves as th e  dom inant f irm  in  a 
m a rk e t, the  a n t i t r u s t  laws condone such b eh av io r. U n fo r tu n a te ly , any 
a tte m p t by a c o rp o ra tio n  to  add to  i t s  s iz e  i s  o f te n  c o n s tru e d  to  be an 
a tte m p t to  m onopolize. N a tu ra l means a re  a c c e p ta b le ;  u n n a tu ra l means--  
m e rg e rs - -a re  n o t a c c e p ta b le , e s p e c ia l ly  h o r iz o n ta l  m erg e rs . Hence the  
q u e s tio n  o f  i n t e n t  concern ing  m o n o p o liza tio n  i s ,  p e rh a p s , a foredraw n 
c o n c lu s io n  o f  th e  modus o perand i o f th e  b u s in ess  community. Y e t, a more 
r e le v a n t  s ta n d  on in te n t  i s  needed.
Based upon th e  n a tu re  o f  th e  m a jo r ity  of m ergers u ndertaken  in  
th e  p ap e r and a l l i e d  p ro d u c ts  in d u s try ,  i t  appea rs  t h a t  the  p rim ary  
in te n t  has been to  expand c o rp o ra te  m ark e ts . As n o te d  in  C hapter IV, 
m arket e x te n s io n  m ergers have accoun ted  fo r  th e  m a jo r i ty  o f m ergers 
com pleted  by th e  companies in  t h i s  s tu d y . M oreover, i f  m onopo liza tion  
h a s , in  t r u t h ,  been th e  m ajor o b je c t iv e ,  i t  seems re a so n a b le  to  ex p ec t 
th a t  p r ic e s  would have tended  to  move upward th ro u g h o u t the p e r io d  of 
th e  s tu d y . B e s id e s , th e se  companies have made la rg e  c a p i t a l  ex p en d i­
tu re s  i n  o rd e r  to  c r e a te  a d d i t io n a l  c o rp o ra te ,  as w e ll as indus try , . 
c a p a c i ty .  A number o f  m ergers have a f fo rd e d  the  a c q u ir in g  company a 
new b ase  from w hich expansion  cou ld  ta k e  p la c e .  The in t e n t  seems to  be 
expanded c a p a c ity .  This in  i t s e l f  would fu r th e r  seem to  run  co u n te r 
to  th e  u su a l argum ent s e t  f o r th  under th e  concept o f  m o n o p o liza tio n .
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Assuming m o n o p o liza tio n  i s  ach iev ed , p r ic e  i s  expected  to  in c re a s e , and
I.
as i s  f u r th e r  assumed, o u tp u t i s  reduced . C o n tra r i ly ,  i t  appears th a t  
th e  p aper and a l l i e d  p ro d u c ts  in d u s try  has done l i t t l e  to  thw art ine:: : 
c re a se d  p u tp u t . In  f a c t ,  many a n a ly s ts  su g g e s t th a t  t h i s  in c re a sed  
o u tp u t i s  th e  m ajor cause o f  depressed  p r ic e s  in  the  in d u s try . To w it, 
i f  m o n o p o liza tio n  i s  th e  prim ary  purpose u n d e rly in g  th e  m erger movement, 
i t  would seem th a t  th e  companies them selves have f a i l e d  to  recogn ize  
th e i r  m o tiv es .
N e v e r th e le s s , the  laws which have been w r i t te n  to  p ro te c t  so c ie ty  
from a n t ic o m p e ti t iv e  a c t io n s  have p ro v id ed  a number o f  excep tions which 
would re n d e r  m ergers a c c e p ta b le . M ergers may be allow ed because:
1. Owners d e s ire d  to  l iq u id a te  t h e i r  h o ld in g s;
2. The f r e e  t r a n s f e r a b i l i t y  of c a p i t a l  a s s e ts  tends to  p u t them 
in  the hands of tho se  who w i l l  use them to  th e i r  utm ost 
economic advan tage;
3 . Growth by m erger may le ad  to  econom ies of s c a le ;
4 . E n try  by m erger may s t im u la te  improved economic perform ance, 
fo r  exam ple, an in d u s try  c h a ra c te r iz e d  by o l ig o p o l is t i c  
le th e rg y ; and
325. D iv e r s i f ic a t io n  may mean economic s t a b i l i t y .
In  e sse n c e , as Donald F. T urner has n o te d . Congress has p o in te d  ou t 
th a t  m ergers can very  w ell be p ro c o m p e tit iv e . T h e re fo re , assuming th a t 
a g iv en  m erger i s  e s ta b l is h e d  as p ro c o m p e tit iv e , s o c ie ty  w i l l  b e n e f i t  
from th e  c o n s o lid a tio n .
A nother a re a  improved by m ergers has been the  b a s ic  a t t i t u d e s  of 
th e  lo c a l  p ap e r m erchant. The le th e rg y , c h a r a c t e r i s t i c  o f th e  paper
32Donald F. T u rner, "Conglom erate M ergers and S e c tio n  7 o f the 
C lay ton  A c t."  H arvard Law Review. LXXXIII, May, 1965, 1317-1318.
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m erchant in  th e  p a s t ,  has been s ig n i f i c a n t l y  overcome. M oreover, new 
e n tra n ts  u s in g  the  m erger ro u te  have ch a llen g e d  t r a d i t i o n a l  m arkets.
In  a d d i t io n ,  th e  a c q u ir in g  company, su p p o rted  by la rg e  c a p i ta l  re so u rc e s , 
was a b le  to  expand g r e a t ly  the  e x is t in g  f a c i l i t i e s ,  a f fo rd in g  the con­
sumer a w ider cho ice  of p ro d u c ts . T h is r e in fo rc e s  th e  conclu sion  th a t  
s o c ie ty  has g r e a t ly  b e n e f i te d  from m erger a c t i v i t i e s  o f the in d u s try .
In  f a c t ,  th e re  have been no in s ta n c e s  where the  u lt im a te  consumer has 
been p la ced  a t  a d isad v an tag e . However, th e re  a re  some examples where 
c o n v e rte rs  o r  w h o le sa le rs  have found them selves a t  a co m p etitiv e  d is ­
advan tage. N o n e th e le ss , the  is s u e  h e re  i s  n o t th e  im pact on c o n p e t i to r s , 
bu t on s o c ie ty .  S o c ie ty , u n fo r tu n a te ly ,  in  n o t th e  is su e  in  many of 
the  cases  d isc u sse d  in  C hapter V. A lthough c r u e l ,  perh ap s , th e  m arg inal 
firm , m arg ina l in  th e  sense  th a t  c o s ts  a re  h ig h e r ,  should  n o t be p ro ­
te c te d  a t  th e  expense o f  s o c ie ty  in  g e n e ra l .
When d is c u s s in g  the  purpose o f  a n t i t r u s t  s t a t u t e s .  Judge Learned
Hand, in  th e  A lcoa Case of 1945, s ta te d :
I t  i s  p o s s ib le ,  because o f i t s  in d i r e c t  s o c ia l  o r  moral e f f e c t ,  to 
p r e f e r  a system  of sm all p ro d u c e rs , each  dependent upon h is  own 
s k i l l  and c h a ra c te r ,  to  one in  w hich th e  g r e a t  mass o f tho se  en­
gaged m ust a c c e p t th e  d i r e c t io n  o f  a fe w .. . .  We have been  speaking 
only o f  th e  economic reasons w hich fo rb id  monopoly; b u t ,  as we 
have a lre a d y  im p lie d , th e re  a re  o th e r s ,  based upon the b e l i e f  th a t  
g re a t  i n d u s t r i a l  c o n s o lid a tio n s  a re  in h e re n tly  u n d e s ira b le , re g a rd ­
le s s  o f th e i r  economic r e s u l t s .  In  th e  debates in  Congress S enator 
Sherman, h im se lf ...sh o w e d  th a t  among th e  pu rposes of Congress in  
1890 was a d e s ir e  to  p u t an  epd to  g r e a t  ag g reg a tio n s  o f  c a p i ta l  
because o f th e  h e lp le s sn e s s  o f  th e  in d iv id u a l b e fo re  th e m .. . .  
Throughout t h i s  h is to ry  o f  th e se  s t a t u t e s  i t  has been c o n s ta n t ly  
assumed th a t  one o f th e i r  pu rposes was to  p e rp e tu a te  and p re se rv e , 
fo r  i t s  own sake and in  s p i t e  o f  p o s s ib le  c o s t ,  an o rg a n iz a tio n  of 
in d u s try  in  sm all u n i ts  which can e f f e c t iv e ly  compete w ith  each




Judge H and's o p in io n  in  t h i s  case i s  b a s ic a l ly  from th e  v iew p o in t o f th e  
number o f c o m p e tito rs , r e g a rd le s s  o f th e  economic consequences. I t  
cou ld  be argued th a t  the b e s t way to  encourage c o m p e titio n  i s  to  a llo w  
th e  firm s to  d r iv e  p r ic e s  upward, thus a t t r a c t i n g  new firm s to  e n te r  the  
in d u s try .  Such an approach, though fa v o ra b le  to  th e  p ro d u c e r, would 
l i k e ly  r e s u l t  in  a lo ss  o f  r e a l  income fo r  th e  consumer. M oreover, th e  
p u r s u i t  o f numbers by th e  s t a tu te s  and r e g u la to ry  b o d ies  canno t seirve 
th e  b e s t  i n t e r e s t s  o f s o c ie ty .  P ro te c t io n  i s  a f fo rd e d  th e  p ro d u ce r and 
n o t the  consum er. A gain, th e  param ount q u e s tio n  i s  em phasis. Which 
group--consum er o r c o n ç e t i to r - -needs to  be p ro te c te d ?
On th e  o th e r  hand. T urner has no ted : " . . .  th e re  seem ^to be 
overpow ering rea so n s  a g a in s t u s in g  c o s t sav in g s  as a b a s is  fo r  i n v a l i ­
d a tin g  conglom erate or o th e r  m e r g e r s . H e  c i t e s  th re e  rea so n s  why 
econom ies, p e r  s e . should  be grounds to  v a l id a te  m erge rs.
1. There i s  th e  enormous s o c ia l  i n t e r e s t  in  p ro g re ss  and e f f i ­
c ie n c y , which has re p re se n te d  one o f  th e  p rim ary  bases f o r  th e  
p o lic y  o f prom oting co m p etitio n  as i t  has in  f a c t  ev o lv ed .
2. To fo rb id  m ergers th a t  would o r m ight produce s u b s t a n t i a l  e f f i ­
c ie n c ie s  would narrow  s u b s t a n t i a l l y  th e  c a te g o ry  o f  a c c e p ta b le  
m erg e rs , th e reb y  d r a s t i c a l l y  weakening th e  m arket f o r  c a p i t a l  
a s s e ts  and s e r io u s ly  d e p re c ia tin g  th e  p r ic e  which e n tre p re n e u rs  
could  g e t  fo r t h e i r  b u s in esse s  when they  w ish to  l i q u i d a t e . . .
3. The p ro te c t io n  th a t  th i s  p o lic y  would a f fo rd  to  sm all b u s in e s s ,  
excep t in  the  s h o r t  ru n , i s  a t  b e s t  h ig h ly  c o n je c tu r a l  and 
p ro b ab ly  n e g l ig ib le .
To w hich. T urner adds th a t  th e re  a re  a number o f more e f f e c t iv e  te c h ­
n iq u es  which a re  a v a i la b le  to  a id  sm all b u s in e s s  e n tre p re n e u rs h ip . The 
government has a lre a d y  made a v a i la b le  loans and lo an  g u a ran tee s  to  sm all
^^T um er, op. c i t . . p . 1326. 
^^I b i d . . p .  1327.
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b u s in e s se s . F u r th e r ,  th e  Sm all B usiness A d m in is tra tio n  has been 
e s ta b l is h e d  to  se rv e  th i s  segm ent o f  th e  economy. N e v e r th e le s s , p ro ­
te c t io n ,  be i t  th rough  t a r i f f s  o r a n t i t r u s t  s t a t u t e s ,  se rv es  th e  m arg inal 
f irm , and i t  is  ty p ic a l ly  a s h o r t- ru n  phenomenon. I f  e f f ic ie n c ie s  a re  
germane, i t  i s  on ly  a q u e s tio n  o f tim e u n t i l  such e f f ic ie n c ie s  a re  
r e a l iz e d  th ro u g h  in t e r n a l  grow th. In  th e  paper and a l l i e d  p ro d u c ts  
in d u s try ,  th e re  a re  s e v e ra l in s ta n c e s  where in t e r n a l  economies are  
c o in c id e n ta l  w ith  th e  growth o f  th e  firm .
In  summary, i t  appea rs  th a t  so c ie ty  has f a l l e n  v ic tim ~ td  the  
zea lo u s p r o te c t io n  of th e  c o m p e tito r , a t  the  expense of th e  consumer.
To deny a m erger sim ply  because i t  reduces by one o r more th e  number o f  
c o m p e tito rs , i s  to  f a i l  to  ta k e  in to  c o n s id e ra tio n  th e  re a s o n s , th eo ­
r e t i c a l  reaso n s  e s p e c ia l ly ,  why com petition  i s  a d e s ira b le  c h a r a c te r i s -  
t i c s .  S u c c in c tly  p u t ,  co m p e titio n  tends to eq u a te  p r ic e  w ith  th e  low est 
p o in t  on th e  average  c o s t  cu rv e . P r ic e  i s  e q u a l ,  o r approx im ate ly  eq u a l, 
to  th e  average c o s t  o f p ro d u c tio n . M oreover, i f  a m erger a f fo rd s  the 
m an u fac tu re r an o p p o rtu n ity  to  r e a l i z e  a reduced average c o s t  cu rv e , 
th en  s o c ie ty  a p p a re n tly  w i l l  r e a l i z e  a g re a te r  o u tp u t a t  a low er p r i c e ,  
in c re a s in g  th e  r e a l  income o f  s o c ie ty .  The i s s u e ,  however, becomes 
clouded fo r  one ap p a re n t re a e o n —th e  ro le  o f th e  e n tre p re n e u r .
The Role o f  th e  E n trep ren eu r
P r o f i t ,  normal p r o f i t ,  i s  the  te tu r n  f o r  e n t r e p re n e u r ia l  s k i l l - -  
e n te r p r is e .  I t  i s  assumed th a t  th e  e n tre p re n e u r 's  purpose i s  to  m axi­
mize th e  p r o f i t s  o f  th e  company w hich i s  served  by h is  s k i l l .  Based 
upon th i s  assum ption , a m erger becomes a u s e fu l m anageria l weapon s in c e  
i t  may w e ll le a d  to  th e  m ono p o liza tio n  o f th e  m a rk e t. In h e re n t to  th i s
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may be a  b ro ad er a ttem p t o f th e  e n tre p re n e u r  to  maximize the  f i r m 's  
p r o f i t s ,  perhaps r e s u l t in g  in  a h ig h e r p r ic e  and lower o u tp u t . I f  the 
f irm  is  a ffo rd e d  th e  o p p o r tu n ity  o f r e a l iz in g  economies to  s c a le ,  the 
c o n s o lid a tio n  may s t i l l  y i e ld  a lower p r ic e  and g r e a te r  o u tp u t than  
e x is te d  p r io r  to  th e  m erger. T h is le ad s  to  the  q u e s tio n  which much be 
re so lv e d --w h a t i s  th e  r o le  o f  th e  en tre p re n e u r?  M onopolization  i s  
u n d e s ira b le  b ecause , g iv en  th e  o p p o r tu n ity , i t  i s  assumed th a t  th e  
e n tre p re n e u r  w i l l  r a i s e  h i s  p r ic e s  in  o rd e r  to  enhance h is  p r o f i t  p ic ­
tu re  .
Economic th e o ry , how ever, would a llow  fo r  s e v e ra l  f a c to r s  to  
come in to  p la y . F i r s t ,  th e  law o f demand s t a t e s  th a t  an in c re a se d  p r ic e  
w i l l  r e s u l t  in  a d e c lin e  in  th e  q u a n tity  demanded, c e t e r i s  p a r ib u s . 
Assuming an e l a s t i c  demand c u rv e , th e  e n tre p re n e u r  w i l l  f in d  th a t  not 
only s a le s ,  bu t t o t a l  rev en u e , w i l l  d im in ish  i f  p r ic e  i s  in c re a se d .
The assum ption  of an  e l a s t i c  demand curve is  a p p ro p r ia te  because 
low ered p r ic e s  have le d  to  in c re a s e d  rev en u es. S ince  th e  p ro d u c ts  are 
c lo se  s u b s t i t u t e s ,  t h i s  i n  i t s e l f  su g g ests  a h igh  degree o f c r o s s ­
e l a s t i c i t y  o f demand, which would serv e  to  check any p r ic e  in c re a se s .
In  a d d i t io n ,  th e  im portance o f  in te r in d u s t r y  co m p e titio n  may, f o r  the 
most p a r t ,  tend  in  the  lo n g -ru n  to  g ive  r i s e  to  a more e l a s t i c  demand 
cu rve . These f a c to r s  may w e ll e x p la in  the  o v e ra l l  developm ent o f f a i r l y  
s ta b le  p r ic e s  th roughou t the in d u s try ,  e s p e c ia l ly  when coup led  w ith  
excess c a p a c ity .  T h e re fo re , i f  m erger a c t i v i t y  has le d  to  th e  m onopoli­
z a tio n  o f  th e  in d u s try ,  and th e  e n tre p re n e u r 's  purpose has been to  maxi­
mize p r o f i t s ,  th e  g e n e ra l p r ic e  le v e ls  as w e ll as th e  p r o f i t  le v e ls  
which e x i s t  th roughou t th e  in d u s try  do no t su p p o rt such assum ptions.
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B r ie f ly ,  what a re  th e  a l t e r n a t iv e s  to  th e  p r o f i t  m axim ization
assum ption? Baumol w r ite s :  "Perhaps th e  m ost rem arkable f a i l u r e  o f
modern v a lu e  th e o ry  i s  i t s  i n a b i l i t y  to  e x p la in  th e  p r ic in g ,  ou tpu t and
o th e r  r e la te d  d e c is io n s  of th e  la rg e ,  n o t q u ite  m o n o p o lis tic  firm s
36which accoun t fo r  so la rg e  a p ro p o r tio n  o f our o u tp u t ."  In  h is  s tu d y ,
Baumol i s  s tru c k  w ith  th e  im portance which management p la c e d  upon th e
le v e l  o f c o rp o ra te  s a le s .  T h is has le d  him to  develop th e  revenue
37m axim ization  h y p o th e s is .
W eintraub adds th a t ,  in  g e n e ra l ,  economic analy ses have r e l i e d
upon th e  assum ption  o f m axim ization o f  p r o f i t s  fo r  th e i r  s o lu tio n .
"A lthough i t  i s  p ro b ab ly  a c c u ra te  as a g e n e ra l p r in c ip le  o f  b u s in ess
conduct and as an in d ic a to r  of th e  u lt im a te  r e s u l t s ,  the shortcom ings
of th i s  assum ption a re  commonly acknowledged; no one w il l  deny th a t  i t
38f a i l s  to  d e sc r ib e  a l l  th e  f a c t s . "  He fu r th e r  n o te s  th a t  p u b lic  u t i l i ­
t i e s  a re  p ro h ib i te d  by law from app ly in g  th i s  form ula, and o th e r  p ra c ­
t i c e s  w hich may tend to  v io la te  th e  m axim ization  ru le  would be r e t a i l  
mark-ups and f u l l - c o s t  p r ic in g .
I t  i s  s u rp r is in g  and i r o n i c a l ,  t h a t ,  to  judge by what businessm en 
o f te n  sa v . one would th in k  th a t  th e y , to o , ag ree  th a t  the  n a tu re  
of b u s in ess  c o rp o ra tio n s  i s  e x a c tly  and p r e c i s t ly  what c r i t i c s  say 
i t  i s ;  nam ely, th a t  the c o rp o ra tio n  has no o th e r  pu rp o se , and 
reco g n izes  no Obher c r i t e r io n  o f  d e c is io n  excep t p r o f i t s ,  and th a t  
i t  p u rsu es  th e se  p r o f i t s  j u s t  as  s in g le -m in d ed ly  and i r r e s p o n s ib ly  
as i t  c a n .39
36 —Baumol, op. c i t . .  p . 13.
^^I b i d . , a lso  see  C hapter V I.
38W eintraub , op. c i t . .  p . 189.
39R obert N. Anthony, "The T rouble w ith  P r o f i t  M axim ization ,"  
H arvard B usiness Review. XXXVIII, November-December, 1960, 127.
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P ro fe s s o r  A nthony, th e n , s e ts  f o r th  to  show why in  th e  r e a l  w orld 
of th e  p r a c t ic in g  b u s in e ss  community th i s  assum ption i s  in v a l id .  I t  
should  be p o in te d  o u t th a t  Anthony p la c e s  the  blame on th e  p e rp e tu a tio n  
o f th i s  a s s u n ç tio n  sq u a re ly  on th e  te a c h in g  o f p r o f i t  m axim ization  
econom ics. He adds t h a t  "A lthough we f in d  le a d e rs  o f  th e  b u s in e ss  com­
m unity s t r e s s in g  th e  im portance o f a s a t i s f a c to r y  p r o f i t ,  we a ls o  f in d  
them d is c u s s in g  b u s in e s s  r e s p o n s i b i l i t i e s ,  th e  need fo r  a f a i r  d iv is io n
of income among th e  p a r t i e s  inv o lv ed  in  a b u s in e s s , and o th e r  su b je c ts
40
th a t  a re  in c o m p a tib le  w ith  th e  p r o f i t  m axim ization  g o a l ."  He adds,
" I f  p r o f i t  m ax im iza tion  i s  th e  govern ing  b b je c tiv e  o f  b u s in e s s ,  such a
s ta tem en t i s  n o n s e n s e . T o  i l l u s t r a t e  th e  la c k  o f c o n s is te n c y  o f
p r o f i t  m ax im ization  w ith  management p r a c t i c e ,  Anthony poses a few
q u e s tio n s ; some o f w hich a re :
Why g iv e  an employee a s e p a ra t io n  payment when he i s  d ischarged?
Why d o n 't  e x e c u tiv e s  spend a l l  t h e i r  waking hours a t  work?
Why have a lawn around th e  p la n t ,  and why spend money to  mow i t ?
I f  p r ic e s  a re  alw ays as h ig h  as p o s s ib le ,  how can a wage o r  m a te r ia l  
c o s t in c re a s e  le a d  to  a p r ic e  in c re ase?^ ^
There a re  o th e r  q u e s tio n s  r a is e d  which may serve  to  show th e  l i n e  of
reaso n in g  Anthony uses to  su p p o rt h is  nonm axim ization th e s i s .  In  b r i e f ,
th e  assum ption  o f p r o f i t  m axim ization  i s  u n r e a l i s t i c ,  a cco rd in g  to
Anthony, because : " (1 ) p r o f i t  m axim ization  i s  too  d i f f i c u l t ,  and (2) i t
i s  i m m o r a l . W i t h  re fe re n c e  to  th e  e b h ic a l problem , he s t a t e s  th a t
" p r o f i t  m ax im ization  re q u ire s  th e  businessm an to  use every  t r i c k  he can
^ ° Ib id .
41 l b i d . . p . 129.
^^I b id . . p . 130.
43 lb id . .  p . 134.
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th in k  o f  to  keep wages and f r in g e  b e n e f i ts  down, to  e x t r a c t  th e  l a s t  
p o s s ib le  d o l la r  from th e  consum er, to  s e l l  as low q u a l i ty  m erchandise 
as  he can  le g a l ly  hoodwink th e  custom er in to  buy ing , to  u se  income s o le ly  
fo r  th e  b e n e f i ts  o f  th e  s to c k h o ld e r , to  d isc la im  any r e s p o n s ib i l i ty  to  
the community, to  f in a g le  th e  low est p o s s ib le  p r ic e  from h is  vendors 
re g a rd le s s  o f  i t s  e f f e c t  on them, and so o n . I n  o th e r  w ords, "A 
businessm an i s  a human b e in g , and i t  i s  com ple te ly  u n r e a l i s t i c  to  
assume th a t  he should  a c t  in  an e th ic a l  v a c u u m . M o r e o v e r ,  th e re  i s  
l i t t l e  ev idence to  su p p o rt the  concep t th a t  most a c t iv e  a c q u i s i to r s  in  
the p ap e r and a l l i e d  p ro d u c ts  in d u s try  a re  p r o f i t  m axim izers. Nor has 
the  m erger movement, p e r  s e . s ig n i f i c a n t ly  enhanced the  a b i l i t y  of the  
c o rp o ra tio n s  to  approx im ate such  a p o s i t io n .
O ther assum ptions p u t f o r th  in  l i e u  o f p r o f i t  m ax im ization  a re : 
the number o f  em ployees, th e  m arket a re a s  se rv ed  (which seems v e ry  r e l e ­
v an t to  th i s  s tu d y ) , th e  com pany's r a te  o f grow th over a p e r io d  of 
tim e, and m ain tenance o f th e  f i r m 's  c o rp o ra te  image.
W orkable C om petition  
Most tex tb o o k s w hich a re  r e la te d  to  the  g e n e ra l a re a  o f  govern­
ment and b u s in ess  r e f e r  to  th e  concep t o f w orkable conqpetition . I n d i r e c t  
m ention has been made o f  t h i s  con cep t, b u t i t  demands a more d e ta i le d  
developm ent. W ilcox re g a rd s  a m arket as w orkably c o m p e titiv e  when i t  i s  
c h a ra c te r iz e d  by c o n d itio n s  in  w hich n e i th e r  buyers nor s e l l e r s  have th e  
upper hand. The c o n d itio n s  which would g iv e  r i s e  to  such  a m arket a re :
44I b id . . p . 132.
4^ Ib id . . p . 133.
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1. I t  need n o t inv o lv e  the s ta n d a rd iz a t io n  o f  com m odities; i t  
does re q u ire  th e  a v a i l a b i l i t y  o f p roducts  so c lo se ly  r e la te d  
th a t  they  may be r e a d i ly  s u b s t i t u t e d . . . (and) th a t  they d i f f e r  
so  l i t t l e  th a t  s e l l e r s  w i l l  n o t h e s i t a te  to  s h i f t  from one to  
a n o th e r .
2. I t  does n o t r e q u ire  th a t  m arkets be fo rm ally  o rg an ized , . . .  i t  
does re q u ir e  th a t  in fo rm a tio n  be . . .  (g ra n te d ) to  some tr a d e r s  
and w ith h e ld  from o th e rs .
3. I t  does r e q u ire  th a t  t r a d e r s  be s u f f ic ie n t ly  numerous to  o f f e r  
to  buyers and to  s e l l e r s ,  r e s p e c t iv e ly ,  a c o n s id e ra b le  number 
o f  genu ine a l te r n a t iv e s  in  sources o f  supply  and demand, so 
t h a t ,  by s h i f t i n g  t h e i r  p u rch ases  or s a le s ,  th ey  can su b s tan ­
t i a l l y  in f lu e n c e  q u a l i ty ,  s e rv ic e ,  and p r i c e .
4 . Each t r a d e r  m ust be f r e e  to  ado p t h is  own p o lic y  governing 
o u tp u t, p u rc h a se s , arid p r ic e ;  . . .  power must n o t be so d i s t r i b ­
u te d  th a t  la c k  o f  re so u rc e s  o r fear o f  r e t a l i a t i o n  p rev en t one 
t r a d e r  from encroach ing  on th e  sa le s  o r th e  pu rch ases  of 
a n o th e r .
5 . I t  does re q u ire  th a t  tr a n s fe re n c e  and e n t ry  be u n o b s tru c ted  by 
a r t i f i c i a l  b a r r i e r s  and th a t  no p re fe re n c e s  be accorded  or 
hand icaps imposed.
W orkable c o m p e titio n  in v o lv es  th e  development o f c o n d itio n s  which 
p re v e n t th e  c u r ta i lm e n t o f m arket a c t i v i t y  a s so c ia td d  w ith  m onopoliza­
t i o n .  These c h a r a c t e r i s t i c s  a re  a p p lic a b le  to  th e  pap er and a l l i e d  
p ro d u c ts  in d u s try ,  because th e re  e x i s t s :  a h ig h  degree  o f c ro s s ­
e l a s t i c i t y  (5f demand; a cho ice  o f sup p ly ; independent a c t io n  on the  
p a r t  o f s e l l e r s ;  and th e  p o s s i b i l i t y  o f new e n t r a n ts  p r e v a i l s  in  th e  
m arkets se rv ed  by th e  in d u s try .
In  g e n e ra l ,  co m p e titio n  can be s a id  t o  be e f f e c t iv e  as long as:
1. The consumer i s  a f fo rd e d  a choice as to  th e  number of 
s u p p lie r s  which a c t  in d e p en d en tly , and who v ig o ro u s ly  a t t e n ç t  to  s a t i s f y  
th e  consum er's  demands.
2 . P r ic e s  as w e ll a s  th e  a v a i l a b i l i t y  o f  p ro d u c ts  a re  p u b lic ly  
made a v a i la b le  to  a l l  c o n su m e rs --p o te n tia l or a c tu a l  p u rc h a se rs .
^^Milcox, op. c i t . .  p . 307.
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3. The p ro d u c ts  them selves a re  good s u b s t i tu t e s  and the q u a l i ty  
is  th e  same f o r  th e  p ro d u c ts  being  su p p lie d  by th e se  f irm s .
Drawing upon a p o p u la r p o l i t i c a l  p h ra se , th e  consumer should  be a f fo rd e d  
a " c h o ic e ,"  n o t an  echo. The merger movement has been b e n e f i t i a i l t o  the 
consumer by a f fo rd in g  him a d d i t io n a l  sources o f  supply  through th e  m u l t i ­
p l i c i t y  o f p ro d u c ts  b e in g  o f fe re d  by th e  in d u s try .  M ention has been 
made o f  th e  f a c t  th a t  p r ic e s  a re  r e l a t iv e ly  s ta b le ;  i f  n o t d e c lin in g  
throughout th e  in d u s try .  C onsequently , i t  would seem th a t  the  in d u s try  
is  e f f e c t iv e ly  c o m p e tit iv e . C om petition i s  e f f e c t iv e ,  in  the  sense  
th a t  th e re  is  l i t t l e ,  i f  any, evidence to  su p p o rt th e  c o n te n tio n  th a t  
p r ic e s  have in c re a s e d  o r th a t  o u tp u t has been reduced  a f t e r  th ese  m ergers 
were com pleted.
I f  th e se  c o n d itio n s  p r e v a i l ,  th e  consumer and s o c ie ty  a re  
b e n e f i te d . S ince  p r ic e  com p etitio n  e x is t s  w ith in  th e  p ap er in d u s try ,  
the consumer has a ls o  b e n e f i te d  from v ig o ro u s n o n p rice  com p etitio n . 
However, n o n p rice  co m p e titio n  has no t circum vented p r i c e  co m p e titio n . 
R a th er, n onp rice  c o m p e titio n  has been coupled  w ith  s tro n g  p r ic e  compe­
t i t i o n  to  p ro v id e  th e  consumer w ith  a tru e  ch o ice  as to  p ro d u c ts , to  the 
number of s u p p lie r s  o f th e se  p ro d u c ts , and to  c o n s ta n t p r ic e s  being  
charged fo r  th e se  p ro d u c ts .
The D em onstration E f fe c t
A nother phenonenom which has emerged i s  the "dem o n stra tio n  
e f f e c t . "  W illiam  B. H a rr is  s a id : "S ince 1946, i n t e r e s t  in  m ergers has
been so broad th a t  p r a c t i c a l l y  every c o rp o ra tio n  in  th e  U. S. w ith  a 
n e t w orth of $1 m il l io n  has been approached w ith  a m erger p ro p o s it io n .
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or has i t s e l f  approached an o th e r company w ith  a d e a l ." ^ ^  A lthough
H a rr is  i s  commenting on th e  e a r ly  f i f t i e s ,  the  comment i s  im p o rtan t and
re le v a n t  th roughou t t h i s  s tu d y . I t  seems as i f  th e  "dem onstra tion
e f f e c t "  h a s , in  t r u t h ,  p la y e d  an im p o rtan t r o le .
The fu n c tio n  o f  b u s in e ss  e n te r p r i s e  seems to  be to  se rv e  grow th.
One way to  ach iev e  grow th i s  th rough  m e r g e r s . " I n  th e  20 y ea rs  s in c e
World War I I ,  th e  managements of a l o t  of U. S. com panies, perhaps a l l
m ajor com panies, have o p e ra te d  as though growth were t h e i r  r e a l  r a is o n  
49d 'e t r e . "  C o n tin u in g , B usiness Week a ls o  n o te s  th a t  grow th e x e r ts  i t s  
own dynamism, and c e r t a in  p a ra d o x ic a l p ro p o s itio n s  emerge;
1. A grow th company needs v e ry  h ig h  c a l ib e r  men to  ru n  i t —b u t i t  
a ls o  a t t r a c t s  th e se  men where a slow -grow ing o r  d e c lin in g  
in d u s try ,  say a r a i l r o a d ,  n ev er would.
2 . A growth conçany in  th e  h ig h  tech n o lo g y , h ig h -in v es tm en t a re a  
re q u ire s  e n d le ss  amounts o f  money and c r e d i t - - b u t  i t  i s  l i k e ly  
to  have a r e p u ta t io n  th a t  g e n e ra te s  b o th  e a rn in g s  and W all 
S t r e e t  b ack ing .
3 . A grow th company in e v i ta b ly  in v o lv es  r is k s - -b ig 4 r is k s - -w h e th E r  
in  making m erg e rs , develop ing  new p ro d u c ts  or new m a rk e ts , o r 
ap p ly in g  new te ch n iq u es  to  o ld  b u s in e s s e s .50
M oreover, grow th can q u ic k ly  c a tc h  th e  eye o f W all S t r e e t  a s  w ell a s  by
o th e r  com panies. This r e c o g n i t io n ,  e s p e c ia l ly  by o th e r  com panies, has
c o n tr ib u te d  s ig n i f i c a n t l y  to  th e  m erger movement.
U nderlying the  m erger movement i s  th e  b a s ic  f a c t  o f economic
l i f e - - " g ro w  o r d i e . "  Growth i s  o f te n  a slow p ro cess  a s  ev idenced  by
^^W illiam  B. H a r r i s ,  "The Urge to  Merge,:'!’ F o r tu n e . November, 
1954, p . 102.
^®See p . 65.
49 "C orpo ra tions: Where th e  Game i s  G row th," A S p e c ia l R eport,
B usiness Week. Septem ber 30, 1967, p . 99.
SOl b i d . .  p . 102.
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th e  case  o f  C o n ta in e r C o rp o ra tio n  o f Am erica. Known as a packaging  
conçany, th e  company i s  one o f the  le a s t  a c t iv e  a c q u is i to r s  in  th e  s tu d y . 
A re c e n t  a r t i c l e  in  B usiness Week, re p o r ts  how C o n ta in e r  has c o n c e n tra te d  
on v e r t i c a l  in t e g r a t io n  ta p e re d  to  the  r e a r .  The p u r s u i t  o f  such  a 
p o lic y  has r e s u l te d  in  a v e ry  en v iab le  p o s i t io n  f o r  C on ta iner because 
the  company has perfo rm ed  w e l l .  C o n ta in e r 's  un iqueness l i e s  in  th e  f a c t  
th a t  i t  has been a b le  to  en joy  growth w ith o u t hav ing  to  v e n tu re  from 
co n v e rtin g  paperboard  in to  packag ing . However, th e  company has become 
in c re a s in g ly  in t e r e s te d  in  d iv e r s i f i c a t io n  as  a de fans iv e  move. As in  
th e  case  o f  S c o t t ,  C o n ta in e r  has found i t s  b a liw ic k  being  encroached 
upon by o th e r  com panies, such as S t .  R eg is, I n te r n a t io n a l  P ap er, Crown
51Z e lle rb a c h  and Union Camp a s  w e ll as American Can and  C o n tin e n ta l Can.
The s ig n if ic a n c e  h e re  i s  t h a t  C on ta iner i s  faced  w ith  an  ever in c re a s in g  
number o f c o m p e tito rs . T h e re fo re , in  o rd e r to  m a in ta in  i t s  c u r re n t  le v e l  
o f grow th, new m arkets have to  be e s ta b l is h e d  because th e  above m entioned 
e n t ra n ts  a s s u re d ly  w i l l  g a in  a share  o f t h i s  segment o f  th e  packaging 
m arket.
There a re  a number o f  o th e r  in d ic a to r s  w hich seem to  fa v o r  the
dem o n stra tio n  th e s i s .  F i r s t ,  th e re  a re  an in c re a s in g  number o f  ads
being  p la c e d  by la rg e  d iv e r s i f i e d  com panies--co n g lo m éra te  com panies--
which a l lu d e d  to  t h e i r  d iv e r s i f i c a t io n .  Examples a re :
"W e're b ig g e r th an  90% o f the companies on th e  Big Board. But 
nobody knows us from Adams"52
51"C on ta iner Seeks a B igger P ack ag e ,"  B usiness Week. O ctober 21, 
1967, p . 186.
52Ad by N orth  A m erican Rockwell, W all S t r e e t  J o u rn a l . September 
21, 1967, p . 5 .
196
"Forbes Magazine s a id  th e  a c q u is i t io n  o f  Kern County Land Company 
would g iv e  Tenneco, In c . 'a s  much d iv e r s i ty  as  any m ajor company 
a ro u n d . '"5 3
These a re  b u t two ads along the  same l i n e - - d i v e r s i f i c a t i o n .  However, 
th e  re c u r r in g  theme i s  th a t  d iv e r s i f i c a t io n  has come so f a s t  by means 
o f th e  m erger ro u te ,  t h a t  th e  g en e ra l p u b lic  i s  o f te n  unaware o f  the 
m agnitude of th e se  grow th com panies. C u rre n tly  i t  seems th a t  co rp o ra ­
t io n s ,  in s te a d  o f  f e a r in g  s iz e ,  have gained  s t a tu s  th ro u g h  s iz e .
Bigness now seems to  be an  end in  i t s e l f .  P u t t in g  to g e th e r  a la rg e  
s c a le ,  w e ll d iv e r s i f i e d  c o rp o ra tio n  has become th e  paragon  to  which 
many businessm en a s p i r e .  Second, th e re  appears to  be an  in c re a s in g  
number of sem inars h e ld  on a c q u is i t io n s  and m erg e rs . A d e s c r ip t io n  of 
one such sem inar began:
IN TODAY'S COMPETITIVE CORPORATE CLIMATE, no c h ie f  ex ec u tiv e  
r e s p o n s ib le  fo r  g u id in g  h is  company's growth can a f f o r d  to  be 
uninform ed abou t what a g g re s s iv e , capably-m anaged c o rp o ra tio n s  a re  
doing to  b u ild  ea rn in g s  and a s s e ts  th rough  a c q u is i t io n s  and mer­
g e rs . As new c o rp o ra te  s t r a t e g ie s  and t a c t i c s  emerge th a t  could 
o u t-p e rfo rm  or en g u lf  you, p r a c t i c a l  p la n n in g , p roven  p o l i c ie s ,  
and te s t e d  methods a re  m usts i f  you a re  to  e x c e l o r even su rv iv e .
A sm all v a r i a t io n  in  method of a c q u is i t io n  can make a d if fe re n c e  
o f m il l io n s  o f d o l l a r s .  Or i t  may save hundreds o f thou san d s-- 
o r m i l l io n s - - o f  d o l la r s  th a t  o th e rw ise  would be p a id  ou t in  ta x es . 
M aximizing b e n e f i ts  and av o id in g  p i t f a l l s  can mean such su b stan ­
t i a l  sums o f money th a t  th i s  v i t a l  a re a  o f c o rp o ra te  a c t i v i t y  
deserves the  c lo s e s t  a t te n t io n  o f your m ost com petent ex ecu tiv e  
o f f i c e r s .54
More and more members o f  th e  s to ck  exchange a re  co nducting  th i s  type o f 
sem inar th ro u g h o u t th e  co u n try . In  a d d i t io n ,  a number o f  companies a re
71.
53Ad by T e n n e c o ,In c ., B usiness Week. Septem ber 23 , 1967, pp. 70- 
^ ^ "S p ec ia l Sem inar on A c q u is it io n s  and M erg e rs ,"  Ad by D. H.
B lair & C o., Wall S tr e e t  Journal. September 28, 1967, p. 17.
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being  c re a te d  to  se rv e  th e  s p e c ia l iz e d  needs o f c o rp o ra tio n s  m erging, 
being  m erged, o r seek in g  m ergers. One such  company o f fe r in g  s p e c ia l  
two-day workshops on a c q u is i t io n s  and m ergers i s  C orpo ra te  S em inars, 
I n c . ,  in  New York. P a r t  o f th e i r  program  in c lu d es  a s im u la te d  e x e rc is e  
in  which p a r t i c ip a n ts  s im u la te  the n e g o t ia t io n s  fo r  a m e r g e r . T h e  
o r ig in  o f  th e  program  i t s e l f  i s  i n t e r e s t i n g .  W illiam  C o lv in , who was 
employed by O live tti-U nderw ood  C o rp o ra tio n , where he was in v o lv ed  in  
e f f o r t s  to  a c q u ire  new com panies, has decided  to  te a c h  o th e rs  how to  
make m ergers. Thus, he has c re a te d  h is  t r a v e l in g  sch o o l--C o rp o ra te  
Sem inars. Though on ly  abou t one y e a r  o ld , i t  has g raduated  a p p ro x i­
m ately  700 s tu d e n ts .  E nro llm ent i s  expec ted  to  reac h  2000 p e r  y e a r  in  
th e  fu tu r e .  T u itio n  can run  as h igh  as $500 fo r  a two to  f iv e  day ;
co u rse . C olv in  exp ec ts  a p r o f i t  o f  $100,000 th i s  y e a r .^ ^  T his su g g es ts  
a new a d a g e - - " I t  may w e ll be b e t te r  to  i n s t r u c t  in  th e  a c t  o f  m erger- 
ing  than  to  p r a c t ic e  such an a c t . "
T h ird , th e re  a re  a number of new p u b lic a t io n s  which a re  
devoted s o le ly  to  m erger and a c q u is i t io n  a c t i v i t i e s .  There a re  addifeio 
t io n a l  p u b l ic a t io n s ,  such as F in a n c ia l E x ecu tive  and Dun’ s Review, 
which devote space to  m erger a c t i v i t i e s .  The f a c t  th a t  p u b l ic a t io n s  
d ea lin g  e x c lu s iv e ly  w ith  m ergers and a c q u is i t io n s  e x i s t ,  r e f l e c t s  th e  
in c re a se d  ro le  o f t h i s  segment of b u s in e s s . One such p u b l ic a t io n .  
Mergers and A c q u is i t io n s , i s  a s e r ie s  o f monthly l i s t s  which cover 
a c q u is i t io n s  where th e  a c q u ir in g , or th e  acq u ired  u n i t  i s  engaged in
^^Ad by C o rpo ra te  Sem inars, I n c . ,  W all S t r e e t  J o u rn a l . O ctober
31, 1967, p . 16.
5G"M ergers."  Time. November 24, 1967, p . 104.
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m an u fac tu rin g , m in ing , w ho lesa le  o r r e t a i l  t r a d e ,  o r one of th e  s e rv ic e  
i n d u s t r i e s . A l t h o u g h  th e  l i s t s  do n o t p u rp o r t  to  be c o n ç le te , th ey  
a re  f a i r l y  w ell r e p re s e n ta t iv e  of la r g e r  a c q u i s i t io n s ;  small a c q u i s i ­
t io n s  a re  s e r io u s ly  u n d e rre p re se n te d , acc o rd in g  to  th e  Announcement. 
A nother p u b l ic a t io n  by th e  NICE, a lre a d y  c i t e d ,  i s  M ergers and M ark e ts . 
T his i s  an  ann u a l s e r i e s  which has been p u b lish e d  s in c e  1960. The 
em phasis o f  th e  s tu d ie s  i s  on the  economic f a c to r s  ta k en  in to  account 
in  th e  c a se -b y -c a se  enforcem ent o f  th e  m erger a c t .  The most r e c e n t  
e d i t io n  " . . .  i s  d esigned  as a gu ide to  th e  c r i t i c a l  conpany and m arket 
f a c ts  ta k e n  in to  accoun t by th e  c o u r ts  in  a p p ra is in g  th e  com petitive  
consequences of d i f f e r e n t  forms o f  a c q u i s i t i o n s ,  and th e  im p lic a tio n s  
o f th e se  a p p r a i s a ls  fo r  m erger p la n n in g ."5® The s e r i e s  p o in ts  up the  
f a c t  th a t  m ergers and a c q u is i t io n s  a re  an im p o rtan t f a c e t  of th e  b u s i ­
ness community.
L a s t ly ,  the grow th of th e  conglom erate form o f b usiness e n t r e ­
p re n e u rsh ip  has se rv ed  as the  t r a in in g  ground fo r  numerous b u s in ess  
le a d e r s .  For exam ple, as no ted  above, C o lv in , th e  founder of C orpo ra te  
Sem inars, has re c e iv e d  h is  t r a in in g  in  m erger p la n n in g  w ith  O l i v e t t i .  
However, O l i v e t t i  i s  n o t un ique . O ther companies a re  v ig o ro u s ly  p u r ­
su ing  m ergers and a c q u i s i t io n s .  C onsequen tly , th e  ex ecu tiv es  who a re  
t r a in e d  in  th e  p ro c e s s  o f te n  le av e  fo r  o th e r  companies where t h e i r  
m erger e x p e rie n c e  i s  u t i l i z e d .  P erhaps one o f th e  f a s t e s t  growing 
cong lom erates i s  Lding-Tempco-Vaught. I t s  grow th i s  achieved  by means 
o f p ro d u c t h e te ro g e n e ity  which is  enhanced by m ergers and a c q u is i t io n s .
57see Announcement o f M ergers and A c q u is i t io n s  (New York: 
N a tio n a l I n d u s t r i a l  Conference Board, I n c . ,  1967).
58lb id . . p. 1.
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This p h ilo sophy  canno t f a i l  to  have some impact on th e  b u s in e ss  com­
m unity. A nother t r a i n in g  canç fo r  co rp o ra te  e x e c u tiv e s  i s  L i t to n  
In d u s tr ie s .  In  f a c t ,  th e se  e x e c u tiv e s  who have dropped ou t o f  L i t to n  
r e f e r  to  them selves as "L id o s ."  A ccording to  B usiness Week. "Each Lido 
has taken  over one o f th e  top th re e  sp o ts  o f o th e r  com panies. Some 
s ta r t e d  t h e i r  own com panies. Most o f those who have been in  t h e i r  new 
jobs a t  l e a s t  a y e a r  have gone a long  way to  u p se t th e  s ta tu k cq u o  o f 
th e i r  c o m p a n i e s T h e  a r t i c l e  a l s o  no tes th a t  th e  b a s ic  p h ilo so p h y  
a t  L i t to n  i s  e n tre p re n e u rs h ip ,  o p p o rtu n ity  s e s s io n s ,  and a  s tro n g  
a p p e t i te  fo r  grow th th ro u g h  p la n n in g . "L itto n  b e l ie v e s  in  a c q u ir in g  
companies w ith  a s p e c ia l  knowledge as a means o f  a t ta in in g  p r o f i t a b i l i t y  
in  a new f i e l d ,  r a th e r  th a n  ta k in g  th e  time to  b u i ld  from s c r a tc h .  
Furtherm ore, L i t to n  has r e c e n t ly  moved toward p u b lic  and s o c ia l  s e rv ic e .  
L itto n  has been a c t iv e  in  b o th  th e  Job and Peace Corps as w e ll as 
working on th e  economic developm ent o f C rete  and W estern Peloponnesus 
in  G r e e c e . A s  an a s id e ,  one cannot help  b u t wonder w hether L i t to n  
w i l l  s t a r t  m erging c o u n tr ie s  th e  way i t  has merged com panies.
To r e i t e r a t e ,  th e re  does seem to  e x i s t  a d e f in i te  "dem onstra­
t io n  e f f e c t "  in  term s o f m erger a c t i v i t y .  M oreover, i t  appears  t h a t  i f  
the c o u r ts  o v e r tu rn  th e  numerous h o r iz o n ta l  m ergers of Mead and S t .  
R egis, i t  may n e c e s s i t a t e  th a t  fu tu re  a c q u is i t io n s  be a lo n g  v e r t i c a l  or 
conglom erate l i n e s .  A lso , one of th e  f a c to r s  w hich se rv e s  as  an o b s ta ­
c le  to  fu tu re  m erger a c t i v i t y  in  th e  paper and a l l i e d  p ro d u c ts  in d u s try ,  
i  . ■'lory-A.;
5 9 "L itto n : B-School fo r  C ong lom era tes,"  B usiness Week. December
2, 1967, p . 88.
GOlb id . . p . 90.
G llb id .
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i s  c o rp o ra te  a t t i t u d e .  However, i t  appears th a t  th e  amEÇgiRg ex ecu tiv es  
w ith in  th e  in d u s try  a re  more cogn izan t of p lanned  grow th, u t i l i z i n g  
m ergers and a c q u i s i t io n s .  T h e re fo re , as s ta te d  e a r l i e r ,  p e rh ap s , th e  
in d u s try  i s  e x p e rie n c in g  a p e r io d  o f read ju stm en t, and i s  n o t in  th e  
doldrums o f  m erger a c t i v i t y .  L a s t ly ,  as no ted  in  C hapter I I I ,  c o n s o li­
d a tio n s  among a l l  f irm s  e x i s t  a t  approxim ately  th e  same tim e in  term s 
o f  a c t i v i t y .  When one f irm , say  Mead, has been v e ry  a c t iv e  in  a c q u i r ­
ing  new firm s in  th e  l a t e  1950's ,  the  o th e r firm s have a ls o  been busy 
a c q u ir in g  new f a c i l i t i e s .  In  essen ce , i t  seems th a t  th e  in d u s try  i s  on 
the  b r in k  o f a new m erger wave. But i f  â lip a tte rn  i s  dev elo p in g , th e  
new m ergers may ten d  to  in v o lv e  la rg e r  s c a le  a c q u i s i t i o n s ,  such as th e  
U. S. Plywood and Champion P aper c o n s o lid a tio n . S im ila r ly ,  th e se  
a c q u is i t io n s  may ten d  to  in v o lv e  in te r in d u s try  c o n s o lid a tio n . For 
example, th e re  may be an in c re a se d  number o f  m ergers resem bling  the 
one in  w hich S c o tt  P aper acq u ired  the  T echnifax C o rp o ra tio n  and The 
P la s t i c  C oating  C o rp o ra tio n . As a r e s u l t ,  S c o tt  has e n te re d  and has 
become an d im portan t f a c to r  in  th e  rep ro g rap h ics  in d u s try .
F o re ig n  A c q u is itio n s  
Perhaps th e  most p rom ising  a re a  in  the developm ent o f new 
m arkets has been opened to  th e  in d u s try  through th e  a c q u is i t io n  of 
numerous paper and f o r e s t  p ro d u c ts  companies lo c a te d  o u ts id e  of th e  
U nited  S ta t e s .  In  C hap ter IV, the  d isc u ss io n  has shown where many o f 
th e se  a c q u is i t io n s  have i n i t i a t e d  the  fo re ig n  a c t i v i t i e s  fo r  a number 
of com panies, though n o t u n t i l  the  mid to  l a t e  1950' s .  N e v e rth e le ss , 
the c o rp o ra tio n s  have a lre a d y  r e a l iz e d  the s ig n if ic a n c e  o f  such v en tu re s  
to  th e i r  o v e ra l l  c o rp o ra te  developm ent. For th e  m ost p a r t .  I n te rn a t io n a l
201
P aper has a c q u ire d  only fo re ig n  owned companies d u rin g  th e  p e r io d  
covered  by th i s  s t u d y . C o n s e q u e n t l y ,  a s ig n i f i c a n t  p o r t io n  of 
I n te r n a t io n a l 's  grow th can be tra c e d  to  th e se  m erg e rs . However, s in ce  
I n te r n a t io n a l  i s  d e f in i t e ly  th e  l a r g e s t  p ap e r m a n u fa c tu re r , th e  company 
may w e ll have tu rn ed  to  fo re ig n  o p e ra tio n s  in  o rd e r  to  avo id  a n t i t r u s t  
r e g u la t io n s .  A c q u is it io n s  on th e  dom estic scene w ould, in  a l l  l i k e l i ­
hood, be w e ll sc reen ed  by th e  J u s t i c e  D epartm ent and th e  F e d e ra l Trade 
Commission.
S c o tt  Paper Company c o n s id e rs  th e  co n çan y 's  involvem ent in  the 
in te r n a t io n a l  m arket as one of th e  most e x c i t in g  new d ir e c t io n s  p u r­
sued in  re c e n t  y e a rs .  Q uoting from the  Company's 1966 Annual R eport:
S ince i t s  f i r s t  investm en t in  an overseas  a f f i l i a t e  tw elve years 
ago (1 9 5 4 ), th e  Company's fo re ig n  i n t e r e s t s  have expanded a t  a 
r a te  o f abou t th re e  tim es as f a s t  as i t s  dom estic  o p e ra t io n s .
S c o tt  a f f i l i a t e s ,  c u r r e n t ly  employing some 5,000 p eo p le , a re  
lo c a te d  in  13 c o u n tr ie s  having  a m arket p o t e n t i a l  o f 400 m ill io n  
p eo p le .
The Report goes on to  s ta t e :
While th e  use o f pap er in  th e  U nited  S ta te s  has reachdd a p e r
perso n  consum ption le v e l  o f 531 pounds a y e a r ,  fo re ig n  use i s  
only  a f r a c t io n  o f t h a t  amount. The p o te n t i a l  fo r  grow th i s  
s iz e a b le  in deed .
As in  th e  case  o f  S c o t t ,  S t .  R egis Paper Company has a ls o  pursued  an 
e x te n s iv e  grow th program  th rough i t s  fo re ig n  a f f i l i a t e s .  The company 
has gained  m anufac tu ring  and m arke ting  f a c i l i t i e s  th rough  bo th  w holly- 
owned and p a r tia lly -o w n e d  com panies. M oreover, th e  company o f te n  has 
e n te re d  in to  p a te n t  l ic e n s e  and te c h n ic a l a id  agreem ents w ith  fo re ig n  
m a n u fa c tu re rs . O v e ra ll , though, th e  s i tu a t io n  faced  by many of the
^^See C hapter I I I .
^^Annual Report: 1966. The S cott Paper Conçany, 1967, p . 13.
202
companies i s  fa v o ra b le  in  th a t  the demand iK ceeds th e  supp ly  o f th e i r  
paper p ro d u c ts . Thus, th e  pap er in d u s try  i s  faced  w ith  in c re a s in g  
m ark e ts , b o th  dom estic  and in t e r n a t io n a l .
A nother a re a  o f o p p o rtu n ity  fo r  th e  A merican com panies to  e n r ic h  
t h e i r  fo re ig n  m arke ts  i s  th rough  the u t i l i z a t i o n  o f  jo in t - v e n tu r e s .
Such ag reem en ts , p e rh a p s , p ro v id e  th e  b e s t  of two w orlds in  w hich 
American "know-how" can be coupled e f f e c t iv e ly  w ith  fo re ig n  "know -of." 
One such  v e n tu re  in v o lv ed  Crown Zellerbach--C row n-V an G elder P a p ie r-  
fa b r ie k e n  N. V ., in  V elsen , H olland , which was formed in  1963. A lthough 
only two y ea rs  o ld ,  o p e ra tin g  e f f ic ie n c ie s  and o u tp u t have reached  
new p e a k s , and th e  q u a l i ty  o f  k r a f t  g rades p roduced have s a t i s f a c t o r i l y  
met custom er d e m a n d s . T h e  success o f th i s  v e n tu re  may undoubtedly  
encourage th e  fo rm a tio n  o f o th e r  such endeavo rs. These f a c i l i t i e s  a ls o  
p ro v id e  th e  company w ith  assu rd d  o u t l e t s  fo r  t h e i r  p ro d u c ts ,  e s p e c ia l ly  
pulp  p ro d u c tio n , which may a f fo rd  th e  companies an  o p p o rtu n ity  to  reduce 
f u r th e r  excess p u lp  c a p a c ity .
Excess c a p a c ity  h e lp s  e x p la in , in  p a r t ,  why many companies had 
to  tu rn  to  f o r e ig n  m arkets In  th e  mid to  l a t e  f i f t i e s .  During the  
e a r ly  1950' s ,  th e  in d u s try  had found i t s e l f  in  th e  e n v ia b le  p o s i t io n  
in  which th e  q u a n t i ty  o f i t s  p ro d u c ts  demanddd by th e  consumer—dom estic 
consumer—co u ld  n o t be su p p lie d  by th e  in d u s try .  P r ic e s  were up , and 
c a p a c ity  was b e in g  expanded to  meet consumer demand. By th e  mid f i f t i e s ,  
c a p a c ity  exceeded th e  volume needed to  f i l l  cu s to m ers ' o rd e rs .  The 
c r e a t io n  o f new m arkets was im p o rtan t. M oreover, th e  Common M arket was 
being  c re a te d , r e f l e c t i n g  th e  in c re a s in g  p o te n t i a l  of European m arkets
^̂ Annual Report; 1965. Grown Z ellerbach  C orp., 1966, p . 12.
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w hich were to  grow a s  the EEC grew. However, the  paper and a l l i e d  
p ro d u c ts  d id  n o t l im i t  i t s e l f  to  E urope. As n o ted  in  C hapter I I I ,  th e  
companies se rv e  m arkets th ro u g h o u t th e  w orld .
A nother f a c to r  in v o lv in g  some o f th e  non-dom estic a f f i l i a t e s  
p e r ta in s  to  lo n g -te rm  p u rchase  ag reem en ts. For example. Mead has 
ag reed  to  p u rch ase  50 p e r  c e n t o f  th e  o u tp u t o f  c e r ta in  a f f i l i a t e s .
The p r ic e s  p a id  a r e  to  be " . . .  s u f f i c i e n t  to  p ro v id e  fo r  a l l  c o s ts  
and expenses in c lu d in g  i n t e r e s t  on in d e b te d n e s s , fe d e ra l ta x es  on 
income, and ad eq u a te  funds fo r  th e  a f f i l i a t e s  to  pay c u r re n t  i n s t a l l ­
m ents on t h e i r  funded in d e b te d n e ss ."^ ^  C onsequently , Mead has p ro v id ed  
f o r  th e  s u c c e s s fu l  o p e ra tio n  o f th e se  f irm s . T y p ic a lly , the agreem ent 
a ls o  in c lu d es  th e  s t i p u l a t i o n  th a t  th e  rem ain ing  50 p e rc e n t be p u r ­
chased  under l ik e  term s by th e  o th e r  50 p e rc e n t o w n e r s . A  two-way 
s t r e e t  is  th e  r e s u l t .  Mead has a m arket fo r  i t s  p ro d u c ts ; Mead a ls o  
h as a g u aran teed  source  o f  supp ly  fo r  p ro d u c ts  which i t  n eed s . At 
some fu tu re  d a te ,  t h i s  may become a  problem  because i t  i s  obvious th a t  
ex te n s iv e  arrangem ents o f  t h i s  n a tu re  co u ld  very  w ell deny independen t 
p roducers  e i t h e r  sou rces  o f  su p p ly , or p o te n t i a l  m arkets fo r t h e i r  
o u tp u ts .
L a s t ly ,  th e  im portance o f  o v e rseas  m arkets can be b r i e f l y  
i l l u s t r a t e d  by an  example in v o lv in g  th e  chem ical sa le s  o f  Union Bag 
Canp Paper C o rp o ra tio n . Union Camp's Chem ical D iv is io n  i s  th e  w o r ld 's  
l a r g e s t  m ark e te r o f w ood-derived chem icals among pulp and paper p roduc­
e r s .  The d iv i s io n  has ach ieved  v a ry in g  deg rees o f  m arket p e n e tr a t io n
^^Annual Report! 1966. The Mead C o rp o ra tio n , 1967, p . 34. 
G ^Ibid.
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w ith  shipm ents to  28 fo re ig n  c o u n t r ie s .  More s ig n i f i c a n t ly  du ring  
1965, th e se  shipm ents accounted fo r  more th a n  20 p e rc e n t o f  th e  cuiuaruyL 
company's t o t a l  chem ical s a le s .
To summarize t h i s  s e c tio n  i t  appea rs  t h a t  the expansion  of
in te r n a t io n a l  m arkets may p o te n t ia l ly  serv e  as th e  a re a  a f fo rd in g  the
g r e a te s t  volume of grow th. To compare th e  p ap e r p roducing  f a c i l i t i e s
of th e  U nited  S ta te s  w ith  the r e s t  o f  the w orld  i s  to  su g g es t th a t  the
l a t t e r  lag s  in  t h i s  f a c e t  o f m anufac tu ring . In  o rd er to  i l l u s t r a t e
th i s  p o in t ,  c o n s id e r  one company—Union Camp—and co n s id e r  j u s t  one of
i t s  m ills  lo c a te d  in  Savannah, G eorg ia . T h is  m i l l  is  th e  l a r g e s t  and
most f u l l y  in te g ra te d  o p e ra tio n ^ o f i t s  k ind  in  th e  w orld . A t th e  end
of 1966, i t  has made an h i s to r i c  b reak th ro u g h  by an n u a lly  producing
more th an  one m i l l io n  to n s  of brown (unbleached) g rades o f  p ap er and
paperb o ard . No o th e r  p ap er m il l  has ach iev ed  such  a re c o rd . "And
of a l l  paper p roducing  c o u n tr ie s  in  the  w o rld , only  fo u r te e n  tu rn ed  ou t
more paper in  1965 ( th e  l a s t  year o f a v a i la b le  s t a t i s t i c s )  th an  d id  th e
68Savannah m i l l  a lone  in  1966." T rue, th e  m i l l  i s  un iquç, b u t i t s  
un iqueness p o in ts  up th e  f a c t  th a t  th e  o p p o rtu n ity  to  p ro v id e  th e  r e s t
of th e  w orld w ith  paper and a l l i e d  p ro d u c ts  appears  to  be b r ig h t ,  inc.
in d eed , f o r  American com panies.
A f te r  rev iew ing  some a rea s  which have emerged as  a r e s u l t  o f 
the merger a c t i v i t y  w ith in  the in d u s try ,  i t  appea rs  th a t  a read ju s tm en t 
p e r io d  i s  under way, and th e  m erger movement shou ld  re g a in  i t s  im petus
p. 18.
p. 8.
^̂ Annual Report; 1965. Union Bag Camp Paper Corporation, 1966,
68Annual Report; 1966. Union Bag Camp Paper Corporation, 1967,
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a s  th e  10 most a c t iv e  a c q u is i to r s  move tow ard v e r t i c a l  and conglom erate  
type  m ergers. C om petitive  a sp e c ts  which in c lu d e  b o th  p r ic e  and non­
p r ic e  co m p e titio n  have b e n e f i te d  th e  consumer and s o c ie ty .  The b e n e f i ts  
have in c lu d ed  s t a b i l i t y  o f  p r i c e s ,  even low er p r ic e s  in  some s e c to r s  
o f  th e  in d u s try ,  g r e a te r  a v a i l a b i l i t y  o f  so u rces  o f  su p p ly , and increase#, 
p o t e n t i a l  e n t r a n ts .  W orkable co m p e titio n , the dem o n stra tio n  e f f e c t ,  and 
th e  s ig n if ic a n c e  o f  fo re ig n  a c q u is i t io n s  have been a developm ent of 
m erger a c t i v i t y .
CHAPTER V II 
SUMMARY
There a re  a number o f s ig n i f i c a n t  f a c e ts  which have emerged
from th e  in v e s t ig a t io n  o f  th e  m erger a c t i v i t i e s  o f th e  te n  most a c t iv e
a c q u is i to r s  in  th e  paper and a l l i e d  p ro d u c ts  in d u s try  from 1950 to  1965.
However, i f  one f a c to r  seems to  dom inate, i t  i s  "CHANGE*' Throughout
th i s  p a p e r , change seems to  perm eate n e a r ly  every  f ib e r  o f  th e  in d u s try .
K arl R. B endetsen , w h ile  P re s id e n t  o f Champion P a p e r, I n c . ,  has w r i t te n :
The predom inant c h a r a c t e r i s t i c  o f  l i f e  and o f  e n te r p r i s e  i s  change. 
The p r in c ip a l  in g re d ie n t  o f grow th i t s e l f  i s  change, a lth o u g h  change 
i s  n o t n e c e s s a r i ly  grow th . I t  i s  a x io m a tic ,o f  c o u rse , th a t  change 
can be b e t t e r  o r f o r  w orse. I t  fo llo w s th en  th a t  o f a l l  fu tu re s  
fo r  the  p ap er in d u s try ,  th e  s in g le ,  p redom inan t c h a r a c t e r i s t i c  w i l l  
be CHANGE--directed change fo r  th e  b e t t e r  o r m is d ire c te d  change fo r  
th e  w o rse .1
N eedless to  sa y , B endetsen i s  c o n fid e n t th a t  th e  change would be fo r  the
b e t t e r .  I t  i s  i n t e r e s t in g  to  n o te  th a t  th e  y e a r  t h i s  s tu d y  commences
approx im ate ly  50 p e rc e n t o f a f e l l e d  t r e e  i s  u t i l i z e d .  D uring th e
ensu ing  y ea rs  t h i s  p e rc e n ta g e  has a lre a d y  been in c re a se d  to  approx im ate ly  
2
85 p e rc e n t.
M oreover, change has appeared  in  a number o f ways. For example, 
th e  volume o f  p ro d u c tio n  has in c re a s e d , m eeting th e  ever in c re a s in g  
demands fo r  pap er and a l l i e d  p ro d u c ts . The a d d i t io n a l  p ro d u c ts  which 
a re  o f fe re d  to  th e  consum er, as  w e ll as th e  expansion  o f  l in e s  o f
^K arl R. B endetsen , "Changing C h a r a c te r i s t ic s  o f  th e  Paper 
In d u s try ,"  F in a n c ia l  A n a lv s ts  J o u r n a l . XIV, J a n u a ry -F e b ru a ry , 1967, 43.
^See p . 106.
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e x is t in g  p ro d u c ts j  f u r th e r  p o in ts  up the  changing c h a ra c te r  o f th e  
in d u s try .  M erger a c t i v i t y  in  i t s e l f  re p re s e n ts  c h a n g e - -e sp e c ia l ly  
p ro d u c t and m arke t e x te n s io n  m ergers. One example o f p ro d u c t e x te n s io n  
is  S c o t t 's  a c q u i s i t io n  o f T ecn ifax  C o rp o ra tio n  and The P l a s t i c  C oating 
C o rp o ra tio n . As a r e s u l t ,  S c o tt has become an im p o rtan t f a c to r  in  the 
rep ro g rap h ic s  in d u s try .  A ll of th e  companies have gained  access to  
new m arkets th ro u g h  m ergers, and as a consequence, many t r a d i t i o n a l  
m arkets a re  u p s e t ,  n e c e s s i ta t in g  even f u r th e r  change. Many o f th e  
t r a d i t i o n a l  m arke ts  a re  being  invaded by o th e r  p ap e r com panies. For 
exam ple. Mead has ga in ed  new o u t le ts  from c o a s t to  c o a s t ,  p ro v id in g  
n a tio n -w id e  d i s t r i b u t i o n  fo r  th e i r  p ro d u c ts .
I n te g r a t io n  i s  an o th er im p o rtan t a re a  r e f l e c t i n g  th e  changing 
c h a ra c te r  of th e  f irm s . I n te g ra t io n  has been  ac h ie v e d , to  a s ig n i f i c a n t  
d eg ree , th rough backward and forw ard a c q u is i t io n s .  These firm s a re  
u s u a lly  c l a s s i f i e d  as t o t a l l y  in te g ra te d  p aper com panies.^  In  t h e i r  
s ta n d a rd  s to c k  r e p o r t s .  S tandard  and P o o r 's  u s u a lly  in c lu d e s  some m ention 
of the  f a c t  t h a t  th e se  paper companies a re  broaden ing  t h e i r  p ro d u c t 
l i n e s ,  u s u a lly  by a c q u is i t io n .  A nother im p o rtan t a s p e c t o f  in te g r a t io n ,  
e s p e c ia l ly  w ith  re fe re n c e  to  the lo c a l  p ap e r m erchant, is  d i r e c t  m ills  
s a le s .  As th e  p ap e r p ro d u cers  moved forw ard in  t h e i r  expansion  and 
a c q u is i t io n  program s, more and more m i l ls  came in to  th e  a re a  o f m erchant 
s a le s .  D ire c t m i l l  s a le s  have had a m ajor im pact on th e  in d u s try .^  The 
Z e lle rb a c h  Paper Company o p era te s  25 d i s t r i b u t io n  c e n te r s  and 30 sa le s
^See S tan d a rd  & P o o r 's  C o rp o ra tio n , S tandard  L is te d  S tock  R e p o rts . 
In  t h e i r  recom m endation s e c tio n , th e re  a re  u s u a lly  two term s m entioned:
(1) le ad in g  in te g r a te d  p ro d u c t, a n d /o r (2) expanded p ro d u c t l i n e s .  Both 
term s s ig n ify  change.
^See C hap ter IV.
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o f f ic e s  th roughout th e  seven w este rn  s t a t e s .^  This i s  b u t one example 
o f the  in c re a s in g  r o le  being undertaken  th rough  d i r e c t  p ap e r m erchandis­
ing  s a le s .  The companies a re  no longer d e a lin g  s o le ly  w ith  w h o le sa le rs .
In  f a c t ,  th i s  in v a s iv e  a c t io n  has n e c e s s i ta te d  a s ig n i f i c a n t  r e v is io n  of
th e  s a le s  techn iques  employed by the  lo c a l  pap er m erchan t.^
Before rev iew ing  in  d e t a i l  some of th e se  a sp ec ts  o f change, a
m ention o f  th e  b a s ic  p ro cess  o f paper making i t s e l f  i s  in  o rd e r .  As 
Bendetsen has p o in te d  o u t, " I t  i s  f a i r  to  say  th a t  th e re  have been no 
b a s ic  inn o v a tio n s  in  th e  methods used to  form paper and p ap er board  
s in c e  th e  in v e n tio n  o f Louis F o u rd r in ie r  o f  th e  paper form ing system  
which bears  h is  name o r  s in c e  th e  adven t o f th e  le ss  w id e ly  employed 
c y lin d e r  m ethod."^ However, an o th e r a s p e c t o f change comes to  the  fo re  
in  r e la t io n  to  paper m aking--p lanned  o b so lescen ce . P erhaps one o f th e  
b e s t s ta tem en ts  on p la n t  o bso lescence  comes from West V irg in ia  Pulp and 
Paper Company. Through an a g g re s s iv e  re s e a rc h  program aimed a t  making 
th e  company's p re s e n t  equipm ent o b so le te  as ra p id ly  a s  p o s s ib le ,  Westvaco
Q
b e lie v e s  th i s  i s  th e  b e s t  way to  improve i t s  co m p etitiv e  s i t u a t io n .
"One example o f  o bso lescence  induced by re s e a rc h  i s  found in  our la rg e
paper m achines, which a re  as modern as we can make them. Even so , one
re se a rc h  o rg a n iz a tio n  developed a d i s t r i b u to r  system f o r  paper machine
headboxes f a r  s u p e r io r  to  th e  system  we were th en  u s in g , which was th e  
 ?--------------------------
^Annual R eport; 1965. Crown Z e lle rb a c h  C o rp o ra tio n , 1966, p . 6. 
^See pp . 163-168.
^B endetsen, o p . c i t . . p . 44.
p. 7.
g
Annual Report: 1965. West V irg in ia  Pulp & Paper Company, 1966,
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b e s t a v a i la b le  on th e  m arke t. We i n s t a l l e d  t h i s  new component on s ix
o f our new est and la r g e s t  m achines a t  a  c o s t o f $200,000 a u n i t  and
9
scrapped  th e  o th e r  equipm ent which was s t i l l  q u i te  new ." A t th e  same
tim e, th e  company is  develop ing  a new p r in t in g  paper p ro c e ss  b ea rin g  th e
tradem ark A ccu trim . " I f  t h i s  developm ent i s  as s u c c e s s fu l a s  we hope,
i t  w i l l  make our e x is t in g  equipm ent o b s o le te , b u t advance ou r co m p e titiv e
p o s i t io n  in  th e  p ro c e s s .
The fo re g o in g  in fo rm a tio n  p o in ts  up a number o f a s p e c ts  o f  change
perv ad in g  th e  in d u s tr y .  F i r s t ,  the development o f  new p ro c e s se s  and
tech n iq u es  i s  e x te n s iv e ly  being  pushed by a l l  com panies. Second, in
o rd e r to  ach iev e  th e se  new te ch n iq u es , la rg e  sums of money a re  being
a l lo c a te d  fo r  re s e a rc h  and developm ent.^^  I t  i s  no tew orthy  th a t  th e re
i s  some m ention  o f  c o rp o ra te  re s e a rc h  a c t i v i t y  in  th e  com panies' annual
r e p o r ts .  In  f a c t ,  more and more space in  the  r e p o r ts  i s  b e in g  used  to
d isc u ss  th e  com panies' re s e a rc h  and developm ent a c t i v i t i e s .  When read in g
th e se  annual r e p o r ts  w r i t t e n  in  the  f i f t i e s ,  th e  d e a r th  o f d a ta  o f any
type  on R & D i s  s t r ik i n g  when compared to  the annual r e p o r ts  o f the
same companies w r i t t e n  in  th e  s i x t i e s .  T h ird , th e  c o m p e titiv e  s i t u a t io n
has t r u ly  undergone s ig n i f i c a n t  changes. Westvaoo p u rp o r te d ly  engaged
12in  R & D to  improve i t s  co m p e titiv e  p o s i t io n .  At t h i s  p o in t  i t  i s  w e ll 
to  no te  th a t  th e  s p i r i t  of dynamism seems to  ex tru d e  change th roughou t : .. 
a l l  f a c e ts  o f th e  p ap er and a l l i e d  p ro d u c ts  in d u s try .
^I b i d . , p . 8.
lOlbid.
^^See C hap ter I I .
^^See C hap ter V I, pp . 163-167.
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The s p i r i t  o f change perhaps se rv e s  as an  in d ic a t io n  th a t  the 
m erger movement has n o t c o n tr ib u te d  to  a le th a r g ic  s p i r i t .  J u s t  th e  
o p p o s ite  seems to  be t r u e .  P u rp o rte d ly , m o n o p o liza tio n  dampens th e  
c o n p e t i t iv e  s p i r i t .  I f  le th a rg y  i s  a c h a r a c t e r i s t i c  o f m o n o p o ly --re s tin g  
on o n e 's  l a u r e l s - - t h e n  i t  would appear t h a t  th e  n e a r ly  two hundred 
m ergers and a c q u i s i t io n s  have s ig n i f i c a n t ly  honed r a th e r  th a n  dampened 
th e  c o m p e tit iv e  s p i r i t  o f th e  in d u s try .
C om petition
In  th e  l a s t  c h a p te r ,  the  t r a n s i to r y  s t a t e  o f  co m p e titio n  in  th e
13in d u s try  has been developed . The in d u s try  has moved away from p r ic e  
c o m p e tit io n  to  r ig o ro u s  n o n -p rice  c o n p e t i t io n .  T h is  does n o t mean th a t  
p r ic e  c o m p e tit io n  i s  a b se n t; q u ite  th e  c o n tra ry  i s  t r u e .  In  s p i te  of 
d i r e c t  m i l l  c o n p e t i t io n  and excess p ro d u c tio n  in  some c a s e s ,  p r ic e s  
have rem ained f a i r l y  s t a b l e .  Some p r ic e s  o f p ro d u c t l i n e s ,  however, 
have become d e p re s se d . Furtherm ore , th e re  s t i l l  i s  e x te n s iv e  d is c o u n t­
ing  o f  e s ta b l i s h e d  p r ic e  l i s t s ,  o f te n  r e s u l t in g  in  a w h o le sa le r  o r paper 
m erchant a b so rb in g  a lo s s  in  o rd er n o t to  lo se  a p r e f e r r e d  custom er. 
S tephen B o llin g  o f M is s is s ip p i  Paper C o ., commenting on th e  im p o rtan t 
changes over th e  l a s t  tw en ty -f iv e  y e a r s ,  has s a id ,  "C om petition  fo r  
b u s in e s s  on th e  m i l l  le v e l  has become e s p e c ia l ly  im p o rtan t . . . "  and 
"M erchants have alw ays been accused o f  p r ic e  c u t t in g  bu t m i l ls  seem even 
w orse , in  th e  face  o f  e x c e lle n t  demand, even s h o r t a g e s H o w e v e r ,  th e  
m erchant fa c e d  w ith  d ep ressed  p r ic e s  has co n seq u en tly  tu rn e d  in c re a s in g ly  
to  n o n -p r ic e  c o m p e tit io n .
l^S ee  p . 163.
^^Stephen B o llin g  quoted in  "The 2 5 th  A nn iv ersa ry  I s s u e ,"
P aper S a l e s . J a n u a ry , 1966, p . 52.
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The tra d e  p u b lic a t io n s  u su a lly  have a t  l e a s t  one a r t i c l e  in  each 
is su e  decry ing  th e  e x te n s iv e  p r a c t ic e  o f  p r ic e  c u t t in g .  For example, one 
such a r t i c l e  has appeared  in  P aper S a les  e n t i t l e d ,  "21 Ways to  Prove Your 
P r ic e  Is  R ig h t ."  The em phasis o f th e  a r t i c l e  i s  on ways in  which the 
m erchant may overcome th e  p r ic e  o b je c t io n - -h is  p r ic e  i s  h ig h e r than  th e  
ones fo r  o th e r  com parable p ro d u c ts . The f a c t  th a t  p r ic e s  have tended 
to  f lu c tu a te  has added g r e a te r  depth  to  th e  lo c a l p ap er m erchant. The 
l a t t e r ,  in  o rd e r  to  overcome d e te r io r a t in g  p r i c e s ,  has become a s p e c ia l i s t  
in  tho se  p ro d u c ts  he s e rv ic e s ,  "P roduc t knowledge has become a most 
im portan t a s s e t ,  e s p e c ia l ly  in  in d u s t r i a l  packaging  s e r v i c e . M o r e o v e r ,  
th e  lo c a l  p ap e r m erchant has moved in to  the  han d lin g  and d i s t r i b u t io n  of 
o th e r  l i n e s ,  such as  s a n i ta ry  s u p p l ie s ,  f i lm  and equipm ent. These item s 
a re  o b v io u sly  n o t s t r i c t l y  paper p ro d u c ts . T his may be c o in c id e n ta l  to  
th e  f a c t  th a t  th e  paper p roducers  them selves a re  moving toward g re a te r  
p ro d u c t h e te ro g e n e ity .  In  e sse n c e , the  paper m erchan t, faced  w ith  p r ic e  
co m p e titio n  from d i r e c t  m i l l  s e l l i n g ,  has tu rn ed  tow ard r ig o ro u s  non­
p r ic e  co m p e titio n , e s p e c ia l ly  th a t  of p ro v id in g  v a r io u s  types  of s e rv ic e  
to  h is  custom ers w hich, in  g e n e ra l,  a re  n o t p rov ided  by the m i l l s .
B esid es, th e  p ap e r m erchant has become a s p e c i a l i s t ,  g a in in g  in  a number 
of in s ta n c e s  a g r e a te r  knowledge o f  th e  needs o f  h is  custom ers than  th e  
custom er r e a l i z e s  h im se lf . Much o f  th e  developm ent o f  ex te n s iv e  non­
p r ic e  c o m p e titio n  can be a t t r ib u t e d  to  the  m erger a c t i v i t y .  By in t e g r a t ­
ing  th e i r  p ro d u c tiv e  f a c i l i t i e s ,  th e  pap er companies have e n te re d  in to  
th e  sphere  o f consumer d i s t r i b u t io n  a t  an expanding r a t e .  The paper 
m erchant has had, fo r  th e  most p a r t ,  l i t t l e  choice b u t to  change or be 
e lim in a te d .
ISlb id . . p . 53.
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This same s p i r i t  o f s u rv iv a l  has a ls o  become c h a r a c te r i s t i c  o f 
the e n t i r e  in d u s try .  C om petition  has been a c o n tr ib u t in g  f a c to r ,  i n t e r ­
in d u s try  co m p e titio n . Perhaps one o f th e  most s ig n i f i c a n t  a s p e c ts  which 
has emerged from th i s  paper i s  th e  grow th of in t e r in d u s t r y  co m p e titio n . 
The emergence o f a m u ltitu d e  of good s u b s t i t u t e  p ro d u c ts  has changed th e  
in d u s try ,  p a r t i c u la r ly  in  packag ing . M oreover, th e  in tro d u c tio n  o f  new 
equipment has r e s u l te d  in  th e  obso lescen ce  o f e x is t in g  equipm ent. This 
f u r th e r  r e f l e c t s  th e  co m p etitiv e  a s p e c t o f th e  in d u s try .  In  o th e r  w ords, 
to  g a in  a c o m p e titiv e  edge by means o f low er c o s t  o f p ro d u c tio n  te c h ­
n iq u e s , p e r f e c t ly  good bu t le s s  e f f i c i e n t  c a p i t a l  equipm ent i s  re p la c e d .
The p r o f i t  m axim ization th e s i s  o f  t r a d i t i o n a l  econom ic,m icroacu 
economic, th e o ry  su g g e s ts , as an in d u s try  moves tow ard m onop o liza tio n , 
t h a t  p r ic e s  may in c re a se  and o u tp u t may d im in ish . A f te r  the  wave o f 
m ergers which have been concluded by th e  te n  most a c t iv e  a c q u i s i to r s ,  
n e i th e r  o f th e se  c o n d itio n s  p r e v a i l .  In  f a c t ,  j u s t  th e  o p p o s ite  seems 
to  be t r u e .  The c a p a c ity  o f th e se  firm s is  s t i l l  b e in g  en la rg ed  th rough  
c a p i t a l  ex p en d itu res  as w e ll as by a c q u i s i t io n s .  T h is means th a t  the  
c a p a c ity  fo r  th e  in d u s try  i s  grow ing, to o . And as no ted  th roughou t th e  
p ap e r, p r ic e s  in  the  p aper in d u s try  have lagged  o th e r  s e c to rs  o f in d u s ­
t r i a l  community. One conclud ing  n o te  on in t e r in d u s t r y  co m p etitio n  needs 
e la b o ra tio n . O ften  i t  i s  s a id  t h a t  m o n o p o liza tio n  o f p r o f i t s  becomes a 
lo n g -ru n  phenomenon. This means th a t  even though the b u s in ess  firm s may 
be unable or u n w illin g  to  maximize t h e i r  p r o f i t s  in  th e  s h o r t  ru n , th e se  
firm s w i l l  do so in  the  long run . Such a v iew p o in t seems to  be f u r th e r  
from th e  a c tu a l  occu rren ces  in  th e  b u s in e ss  community. I t  appea rs  th a t  
th e  ev o lu tio n  o f new p ro d u c ts  and new p ro c e s s e s  may become th e  most 
fo rm idable o b s ta c le  to  th e  a tta in m e n t o f  m o n o p o liza tio n  in  any one
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in d u s try .  In  th e  b u s in e ss  community of to d ay , the in n o v a tio n a l p arad e  
can e a s i ly  pass by a company o r  even an in d u s try .  In  b r i e f ,  the  r o le  of 
th e  m i l l s ,  new p ro d u c ts , s u b s t i tu t e  m a te r ia ls ,  a l l  have se rv ed  in  a s i g ­
n i f i c a n t  way to  m a in ta in  a s tro n g  co m p e titiv e  p o s i t io n  w ith in  the  in d u s try . 
C om petition  here  i s  tw o -fo ld : p r ic e  and n o n -p r ic e . S ince  th e  m aintenance 
of co m p etitio n  i s  s t r e s s e d  as a means of p ro v id in g  th e  consumer w ith  the  
item s d e s ire d  a t  th e  m ost e f f i c i e n t  r a t e ,  a t t e n t io n  i s  d ir e c te d  tow ard th e  
im pact of m ergers on th e  consumer.
Consumer
The consumer has b e n e f i te d  in  a number of ways from th e  m erger 
movement. P r ic e s  have rem ained r e l a t i v e ly  s ta b le ,  and bu t fo r  a few 
y e a rs  th e  q u a n tity  o f p ap e r p ro d u c ts  demanded has exceeded th e  q u a n tity  
s u p p lie d . S ince numerous m ergers have been c l a s s i f i e d  as e i th e r  geo­
g ra p h ic a l o r m arket e x te n s io n s , more p ro d u c ts  have been made a v a i la b le .  
These new d i s t r i b u t io n  p o in ts  a l s o  have p ro v id ed  a g r e a te r  source o f  
supply  to  paper m erch an ts , as w e ll as a f fo rd in g  th e  m erchant a g r e a te r  
v a r ie ty  o f p roduct l in e s  which h e , in  tu rn ,  can  o f f e r  h is  custom ers.
The merger movement has perhaps p ro v id ed  th e  g r e a te s t  ga in  f o r  
th e  consumer in  term s o f new p ro d u c ts .  Due to  in c re a se d  in t r a -a n d  i n t e r ­
in d u s try  co m p e titio n , th e  in d u s try  has t r u ly  ex p erien ced  th e  emergence 
o f p ro d u c t p r o l i f e r a t i o n .  W alden's G uide, a p ap e r d i r e c to r y ,  c i t e s  
numerous p ro d u c ts  o f  i n t e r e s t  to  the buyer o f paper and r e la te d  p ro d u c ts . 
For ex an p le , under th e  heading Boxes, th e re  a re  n e a r ly  n in e ty  d i f f e r e n t  
ty p es  l i s t e d .  T his would be e x c lu s iv e  o f  v a r io u s  s i z e s ,  c o lo rs ,  and so 
f o r t h . A  s im ila r  d ir e c to ry  fo r  1961 l i s t e d  le s s  th an  t h i r t y  types
l^See Wa ld e n 's  ABC Guide and Paper P rd d u c tio n  Yearbook (Chicago: 
W alden, Sons and M ott, I n c . ,  1965).
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under the  same h e a d i n g . T h i s  approach--m arket o r i e n t a t i o n —is
r e f le c te d  in  a r e p o r t  d ire c te d  to  Mead share  owners i n  1964.
In  a y e a r  w hich g en era ted  re c o rd  p ro d u c tio n , s a le s ,  and p r o f i t  
to ta ls ',  ; perhaps th e  most s ig n i f i c a n t  e lem en t f o r  th e  fu tu re  o f 
th e  C o rp o ra tio n  was an in c re a se d  d e d ic a tio n  to  m arke ting  as a way 
of c o rp o ra te  l i f e .  A number o f  d ram atic  s te p s  were tak en  d u ring  
th e  y ea r to  in su re  th a t  a l l  segments o f  th e  o rg a n iz a tio n  keep 
th e i r  e n e rg ie s  d ir e c te d  tow ard s a t i s f y in g  custom er re q u ire m e n ts , 
r a th e r  than  on p ro d u c tio n -o r ie n te d  g o a ls .
The r e p o r t  goes on to  d isc u ss  fu tu re  p lan n in g  w ith  in c re a s e d  en çh a s is  on
th e  m arketing scheme.
W e're d e d ic a tin g  o u rse lv es  anew to  f in d in g  o u t how we can use our 
knowledge and c a p a b i l i ty  to  f u l f i l l  the  needs o f  th e  custom er to  
th e  f u l l e s t .  .
M oreover, th e  c o rp o ra tio n  s ta g e d  a number o f  m ark e tin g  co n ferences w ith
th e  e x p l i c i t  m iss io n  to  develop more thorough m ark e tin g  p la n s .
Many a c t i v i t i e s  form erly  conducted  s e p a ra te ly — fo re c a s ts  and p la n s ,  
campaigns and needed re s e a rc h —were p u lle d  to g e th e r  to  u n i te  a l l  
re so u rc e s  in  th e  s e rv ic e  o f  what th e  custom er w a n ts .
A d is c u s s io n  of th e  C re a tiv e  Consumer Packag ing  D iv is io n  o f
I n te r n a t io n a l  Paper i s  a ls o  i l l u s t r a t i v e  o f th e  in c re a se d  em phasis on
consumer c h o ic e . The company has e s ta b l is h e d  n in e  c r e a t iv e  a r t  c e n te rs
21to  b rin g  g rap h ic  and s t r u c tu r a l  d iv e r s i ty  to  consumer packag ing . The
a p p l ic a t io n s ,  th e  company n o te s ,  a re :
In  fo ld in g  boxes th e  Lord B altim ore  P ress  makes thousands o f  d 
d i f f e r e n t  s ty le s  and k inds o f  packages ev e ry  y e a r .  M uirson Lable
^^See Source o f S upply . D ire c to ry  of P aper and  A ll ie d  P ro d u c ts  
(Park  Ridge: Peacock B usiness P r e s s ,  I n c . ,  1961).
18Annual R eport: 1964. The Mead C o rp o ra tio n , 1965, p . 4 .
l^ I b i d . .  p . 27.
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I b i d . ,  p . 28. A lso see  I b i d . . pp. 29-32.
^̂ Annual Report: 1966. In tern ation a l Paper Conçany, 1967, p . 2.
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Company, w ith  th e  in d u s t r y 's  l a r g e s t  l i b r a r y  o f food i l l u s t r a t i o n s ,  
p roduces m il l io n s  o f  la b e ls  d a i ly  in  more than  t h i r t y  thousand 
d i f f e r e n t  d e s ig n s . S in g le  s e rv ic e ,  which m anufactures Pure-Pak 
p l a s t i c  co a ted  p ap e r m ilk  c o n ta in e r s ,  m a in ta in s  designs and p la te s  
fo r  f o r ty  thousand in d iv id u a l  item s .
The o r ie n ta t io n  i s  d e f in i t e l y  tow ard se rv in g  th e  consumer.
In  o rd e r  to  f u r th e r  enhance the  in d u s t r y 's  p o s i t io n ,  a l l  th e
companies in  th i s  s tu d y  have r e c e n t ly —mid 1 9 ô 0 's --co m p le ted  re s e a rc h
f a c i l i t i e s .  New Id eas  a r e  param ount. " I f  n e c e s s i ty  i s  th e  m other of
23in v e n tio n , id e as  a re  th e  f a t h e r . "  Union-Camp Iras c re a te d  a f u l l - t im e
Id e a t io n  Group which i s  com prised o f  in d u s t r i a l  d e s ig n e rs  who c o n c e n tra te
on id e n t if y in g  problem s a s  w e ll as  o p p o r tu n i t ie s  in  a l l  a re a s  germane to
th e  com pany's o p e r a t i o n . A l s o ,  th e  company has s e t  up an endowment
a t  th e  P arsons School o f  D esign where s tu d e n ts  probe the  range o f  paper
shapes and c h a r a c t e r i s t i c s ,  a d a p tin g  them to  new uses in  packaging and 
25r e la t e d  a r e a s .
The e s ta b lish m e n t o f  new re s e a rc h  f a c i l i t i e s ,  the  development of 
new p ro d u c ts , th e  in n o v a tio n s  ach ieved  w ith  b e t t e r  m anufactu ring  te c h ­
n iq u e s , coup led  w ith  r e l a t i v e l y  s ta b le  p r i c e s ,  a l l  have served  to  p ro v id e  
th e  custom er w ith  new and im ag in a tiv e  m a te r ia ls  w hich has d e f in i t e ly  
c o n tr ib u te d  to  a b e t t e r  s ta n d a rd  of l iv in g  fo r  th e  American p eo p le . One 
such example in  th e  a re a  of p a p e r d isp o sa b le s  is  th e  development o f a 
com plete l in e  o f h o s p i ta l  p ro d u c ts  and paper d r e s s e s .  In  o rd er to  keep 
pace  w ith  changing consumer d e s i r e s ,  i t  appears  th a t  the in d u s try  has
c. J
22 lb id .
^^Annual R eport: 1965. Union-Canp C o rp o ra tio n , 1966, p . 17.
Z^ lb id .
25 l b i d . . p.  18.
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developed more c o lo rs ,  d es ig n s  and com binations to  meet th e  changing 
ten d er o f  s o c ie ty .
F o re ig n  A c q u is it io n s
The m ost p rom ising  a re a  in  term s o f p o te n t i a l  as w è ll as  a c tu a l
developm ent o f new m arkets has been a f fo rd e d  th e  in d u s try  th rough  numerous
a c q u is i t io n s  and j o i n t  v e n tu re s  in v o lv in g  fo re ig n  paper and a l l i e d  ; ;:o ' :
26
p ro d u c ts  com panies. A number o f  th e  m ergers and a c q u is i t io n s  have been
undertaken  in  o rd e r  to  i n i t i a t e  s e rv ic e  to  th e se  fo re ig n  m arkets by th e  
27a c q u ir in g  company. In  o th e r  w ords, th e  e n tra n c e  to  th e se  m arkets 
a p p a re n tly  has become more a c c e s s ib le  by means of m ergers than  by the  
c re a t io n  o f  new f a c i l i t i e s  by American P aper com panies. M oreover, th e  
m a jo r ity  o f th e se  a c q u is i t io n s  a re  t y p i c a l ly  p a r t i c ip a t in g  ow nership 
agreem ents. The American company a c q u ire s  a h a l f  i n t e r e s t ,  a llo w in g  
lo c a l  b u s in e ss  i n t e r e s t  to  a c q u ire  th e  rem ain ing  s to ck  i n t e r e s t .  More­
over, a number o f  com panies, S t .  R egis fo r  in s ta n c e ,  have a ls o  e n te re d  
in to  a number o f  l i c e n s e  and te c h n ic a l  agreem ents w ith  fo re ig n  m anufac­
tu r e r s  :bhroughout th e  w orld . I t  shou ld  be f u r th e r  noted  th a t  th e  p re ­
ponderance o f  th e s e  fo re ig n  a c q u is i t io n s  w ere undertaken  in  th e  l a t e  
1950's  and e a r ly  1 9 6 0 's . For exam ple, S c o tt  P a p e r 's  f i r s t  inv estm en t in  
an overseas  a f f i l i a t e  had been ren d e red  in  1954.
When p e r  c a p i ta  consum ption i s  c o n s id e re d , i t  can r e a d i ly  be
seen th a t  th e  r e s t  o f th e  w orld i s  in  need o f  a d d i t io n a l  paper and a l l i e d  
28p ro d u c ts . S ince  th e  U n ited  S ta te s  and o n ly  a few o th e r c o u n tr ie s  
%Gsee p . 200.
2?See C hapter I I I .  
^®See p . 10.
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a re  pap er e x p o r te r s ,  and as  th e  s ta n d a rd  of l iv in g  o f th e  w orld  in c re a s e s ,
th e re  w i l l  be g r e a te r  demands p la ced  upon th e  p ro d u cers  o f  p ap e r prod*
29u c ts .  T y p ic a lly , th e  volume o f goods demanded ru n s  w e ll ahead o f  the  
volume o f th e  paper and a l l i e d  p ro d u c ts  p roduced . The grow th p o te n t i a l  
o f w orld  m arkets i s  s iz e a b le .  The s ig n if ic a n c e  o f th e se  grow th m arkets 
becomes more ap p a re n t each y e a r  a s  fo reign-m ade s a le s  account fo r  an 
in c re a s in g  share  o f  th e  t o t a l  s a le s  o f  th e se  com panies. For exam ple, 
in  1965, th e  chem ical s a le s  sh ip p ed  by Union C anp 's Chem ical D iv is io n  
to  28 fo re ig n  c o u n tr ie s  re p re s e n te d  ap p rox im ate ly  20 p e rc e n t o f  th e  
D iv is io n 's  t o t a l  s a l e s .
L a s t ly ,  f o r e ig n  a c q u is i t io n s  can p la y  an in ç o r ta n t  r o le  in  the  
c u r r e n t  b a lan ce  o f  paym ents d e f i c i t  o f  th e  U n ited  S ta te s .  By develop ing  
numerous fo re ig n  a f f i l i a t e s ,  th e  A merican com panies g a in  a tw o -fo ld  
ad v an tag e . F i r s t ,  th ey  a re  a ssu re d  o f  m arkets fo r  th e i r  goods. And 
second , any p r o f i t s  g en e ra téd  by th e se  f o r e ig n c â f f f l i à t e s  can be 
e x p ro p r ia te d  to  t h i s  c o u n try . Both w i l l  fav o rab ly  a id  t h i s  c o u n try 's  
payments p o s i t io n s .  M oreover, s in c e  p a r tia lly -o w n e d  a f f i l i a t e s  a re  very  
common, t h i s  h e lp s  reduce th e  need f o r  la rg e  ou tflow s of American c a p i t a l .  
In  b r i e f ,  th e  grow th o f  fo re ig n  m arkets sh o u ld , in d eed , p rove to  be one 
o f th e  most e x c i t in g  developm ents fo r  th e  p ap er and a l l i e d  p ro d u c ts  
in d u s try ,  and when coupled  w ith  th e  e v o lu tio n  ta k in g  p la c e  d o m e s tic a lly , 
i t  would appear t h a t  th e  p o t e n t i a l  grow th o f  th e  in d u s try  i s  a s s u re d .
A n t i t r u s t  A spects o f  M ergers
The most r e le v a n t  f a c to r  r e s t r i c t i n g  m erger a c t i v i t y  i s  th e  ro le  




th e  p reponderance o f th e  case s  have been s e t t l e d  by e i th e r  consen t o rd e rs
31o r ju d i c i a l  rev iew . M oreover, th e  numerous cases  d iscu ssed  have sub­
s ta n t i a t e d  th e  f a c t  th a t  i t  now appears s e c tio n  7 o f  th e  C lay ton  A c t, as 
amended, i s  t r u ly  a m ajor o b s ta c le  to  the m erger movement w ith in  th e  
in d u s try .  In  g e n e ra l ,  th e  cases  handled by th e  J u s t i c e  Departm ent and 
F ed e ra l Trade Commission have been p r im a r ily  concerned w ith  h o r iz o n ta l  
and v e r t i c a l  m erg e rs . S ince th e  re le v a n t m arket se rv ed  by a c q u ire d  and 
a c q u ir in g  firm  i s  th e  key sto n e  in  every  c a se , two f a c to r s  have em erged-- 
th e  number o f  firm s and th e  p e rc e n ta g e  share o f m ark e t. Under s e c t io n  7 
i t  appears th a t  th e se  two fa c e ts  have proved to  be in su rm oun tab le  fo r  
th e  a c q u ir in g  firm  in  th e  m ergers ch a llen g ed . In  b r i e f ,  h o r iz o n ta l  and 
v e r t i c a l  m ergers have been f a i r l y  w e ll c o n tro l le d .  Conglom erate ty p e — 
e s p e c ia l ly  p ro d u c t e x te n s io n --h a v e  rem ained u n ch a llen g ed .
However, th e re  i s  an o th e r a sp ec t em erging , w hich appea rs  to  run 
co u n te r to  th e  b a s ic  p h ilo so p h y  as  expounded by th e  p roponents o f  a r ig o r ­
ous a n t i t r u s t  p o l ic y .  W illa rd  F. M ueller, C h ie f Econom ist and D ire c to r  
o f  th e  Bureau of Econom ics, F e d e ra l Trade Commission, in  c o n t ra s t in g  the 
c u r re n t  m erger movement w ith  e a r l i e r  movements, n o te s  t h a t  th e  a n t i t r u s t  
ag en c ies  have been g iv en  a pow erfu l too l--T h e  C e lle r-K e fa u v e r A ct o f 
1950--w ith  which to  e f f e c t iv e ly  d ea l w ith th e  most obvious a n tic o m p e tit iv e  
m ergers, i . e . ,  h o r iz o n ta l ,  v e r t i c a l ,  and g e o g ra p h ic a l m arket e x te n s io n  
m erg ers .32 The A c t, he n o te s  f u r th e r ,  has been passed  in  re c o g n it io n  of
^^See p . 185.
3^W illard  F. M u e lle r , "Merger Enforcement P o l ic y ,"  A P o s i t io n  
Paper fo r  th e  P ro fe s s io n a l  D ialogue on M arketing and  th e  F e d e ra l Trade 
Commission. W inter M eeting o f  th e  American M arketing  A s s o c ia tio n , 
W ashington, D. C. ,  December 29, 1967, p . 1 .
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th e  f a i l u r e  to  d ea l ad eq u a te ly  w ith  a n tic o m p e tit iv e  m ergers between
oo
1890 and 1950. However, th e  main is su e  a t  t h i s  p o in t  i s  M u e lle r 's  
s ta te m e n t; "The im p o rtan t p o in t  to  grasp when in t e r p r e t i n g  th i s  s ta tu te  
i s  th a t  i t  i s  designed  to  s t r i k e  a t  monopoly in  i t s  in c ip ie n c y .
I t  i s  th e  p h ilo sophy  o f  s t r ik in g  a t  m o n o p o liza tio n  a t  i t s  
in c ip ie n c y  th a t  i s  somewhat befudd led  by th e  a c t io n  o f th e  re g u la to ry  
com m issions. There a re  s t i l l  a  number of s ig n i f i c a n t  m erger cases 
pend ing , i . e . .  The Mead C o rp o ra tio n , and S t .  Regis P aper Company cases . 
These c a se s  a re  s ig n i f i c a n t  in  th a t  they  may w e ll su g g es t th e  manner in 
w hich fu tu re  a c q u is i t io n s  may be c o n tro l le d  by th e  r e g u la to ry  ag en c ies . 
Assuming th a t  the  b a s ic  ph ilosophy  of a n t i t r u s t  i s  to  n ip  monopoly a t  
i t s  in c ip ie n c y ; one i s  made to  wonder how the  term  in c ip ie n c y  a p p lie s  
to  th e  m ergers undertaken  by firm s in  th e  pap er and a l l i e d  p roducts  
in d u s try .  For exam ple, the above m entioned S t .  R egis case  in v o lv es  an 
FTC com plain t d a ted  J u ly  7, 1965. The Commission i s  n o t ch a llen g in g  
one, two, o r even th re e  a c q u is i t io n s ,  b u t r a th e r  th e  com plain t l i s t s
OC
15 a c q u is i t io n s  w hich S t .  Regis com pleted between 1954 and 1960.
I t  does seem th a t  e lev en  years a f t e r  a m erger has tak en  p la c e  i s  n o t 
a t ta c k in g  m ono p o liza tio n  a t  i t s  in c ip ie n c y . M oreover, i f  the case  goes 
a g a in s t  S t .  R eg is, in  a l l  l ik e lih o o d  d iv e s t i tu r e  w i l l  be o rd e red . 
O bviously , th e se  firm s cannot be re s to re d  to  th e i r  o r ig in a l  m arket 
p o s i t i o n s .  Thus, i t  does ap p ea r even more l i k e ly  th a t  th e se  firm s may
33 I b i d . . p . 1. A lso se e  C hapter V, t h i s  p a p e r , fo r  a d e ta i le d
s ta te m e n t in  suppo rt o f th is  v ie w p o in t.
34 l b i d . .  p .  2.
35 ■ ■"B etty  Bock, o p . c i t . . p . 243.
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become p a r t  o f  an o th e r c o rp o ra te  g ia n t ,  say P ro c te r  and Gamble. "Says
one a n t i t r u s t e r :  'S e l l in g  a company i s n ' t  a l l  t h a t  easy . W ith so many
companies jo in in g  to g e th e r ,  many tim es th e  only buyer you can f in d  i s
36an o th e r g ia n t  l ik e  th e  one y o u 're  t ry in g  to  c u t b a c k . '"  I t  appears 
f u r th e r  th a t  the  problem s a s s o c ia te d  w ith  d iv e s t i t u r e  grow more enormous 
as the  time between th e  i n i t i a l  c o n ç la in t and th e  s e t t le m e n t o f  the  case 
grows more d i s t a n t .  T h e re fo re , i t  seems th a t  i f  long  draw n-out cases 
a re  designed  to  n ip  m o n o p o liza tio n  a t  t h e i r  in c ip ie n c y , i t  does appear 
th a t  th e  r e g u la to ry  bod ies  a re  c re a tin g  s i tu a t io n s  w hich a p p a re n tly  they  
a re  try in g  to  av o id . The on ly  p o s s ib le  j u s t i f i c a t i o n  may be th a t  con­
g lom erate  m ergers a re  more d e s ir a b le  than  v e r t i c a l  o r  h o r iz o n ta l  ones.
Thus, th e  ro le  being  p la y ed  by the  r e g u la to ry  ag en c ies  has become 
a fo rm idab le o b s ta c le  to  v e r t i c a l ,  h o r iz o n ta l  and g e o g ra p h ic a l m ergers.
On th e  o th e r  hand, the  "n eg a tiv e  space" m ergers have rem ained , fo r  th e  
m ost p a r t ,  u n ch a llen g e d . In  g e n e ra l ,  the  m a jo r i ty  o f  m ergers d iscu ssed  
in  th i s  pap er d id  go u n ch a llen g e d . S t i l l ,  th e  h i s t o r i c a l  n a tu re  of 
m ergers w ith in  the in d u s try  has tended  tow ard th o se  types which are  
most s u s c e p t ib le  to  r e g u la t io n  under th e  amended s e c t io n  7 . As the  
in d u s try  moves away from th i s  t r a d i t i o n a l  app roach , a n t i t r u s t  p rocedu res 
may no lo n g e r h o ld  in  check th e  m erger movement. However, th i s  does no t 
mean to  im ply th a t  no new h o r iz o n ta l  o r v e r t i c a l  m ergers may be com pleted. 
On the  c o n tra ry , th e se  types o f  m ergers w i l l  e x i s t ,  b u t they  w i l l  be 
few er in  number. S ince " n e g a tiv e  space" m ergers may rem ain r e l a t i v e ly  
unchecked, i t  may be rea so n ab le  to  expec t fu tu re  m ergers to  w idely  r e f l e c t
" " F in d in g  Homes fo r  M erger O rphans,"  B usiness Week. December 9,
1967, p . 154.
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t h i s  phenomenon. M ergers may, f o r  th e  m ost p a r t ,  be la rg e  s c a le —involve 
firm s w ith  annual s a le s  in  th e  $100 m ill io n  o r more c a te g o ry . In  b r i e f ,  
h o r iz o n ta l ,  v e r t i c a l ,  a n d /o r  g e o g rap h ica l m arket e x te n s io n  m ergers, 
though o c c u rr in g , may become le s s  s ig n i f i c a n t  to  th e  te n  m ost a c t iv e  
a c q u is i to r s  i n  th e  paper and a l l i e d  p roducts  in d u s try .
O ther Em ergent F a c to rs  From th e  Study 
T here a re  a number o f  o th e r  s ig n i f i c a n t  f a c to r s  which became 
ap p aren t upon in v e s t ig a t io n .  One elem ent i s  r e la te d  to  th e  s o -c a l le d  
"D em onstration E f f e c t"  w hich seems to  pervade th e  e n t i r e  b u s in e ss  
community w ith  re fe re n c e  to  m erger a c t i v i t y . A  number o f  f a c to r s  have 
emerged in  su p p o rt o f t h i s  v ie w p o in t. For one, th e re  a re  numerous 
p u b l ic a t io n s  w hich a re  r e l a t e d  e x c lu s iv e ly  to  m erger a c t i v i t i e s  t h a t  have 
r e c e n t ly  (m id - s ix t ie s )  come in to  e x is te n c e , such a s , "Growth and A c q u is i­
t io n s  Guide" w hich i s  p u b lish e d  each  month by P r e d ic a s t s ,  I n c . ,  in  
38C lev e lan d , O hio. A lso , a new b reed  o f  management c o n s u lta n ts  i s  
sp r in g in g  up in  o rd e r  to  lo c a te  p o te n t i a l  m ergers. The f i n d e r s '  fe e  
can be s u b s t a n t i a l .  I t  o f te n  runs as h ig h  as 10 p e rc e n t o f  the  g ro ss  
s a le s  o f  th e  a c q u ire d  conçany. In  a d d i t io n ,  th e  f in d e r  need n o t concern 
h im se lf  w ith  th e  u l t im a te  su ccess  o f th e  v e n tu re ; th e  fee  i s  p a id  re g a rd ­
le s s  o f  th e  amount o f su ccess  o r f a i l u r e  o f th e  m erger. L a s t ly ,  th e  
number o f m ergers tends to  su g g es t a "d em onstra tion  e f f e c t . "  T his i s  
analogous to  keeping-up  w ith  th e  Jo n e s ' as a m o tiv a tio n  f o r  c o rp o ra te
^^See pp . 193-200.
^®The s e r ie s  i s  desig n ed  fo r  th e  b u s in ess  com nunity. Not on ly  
a re  m ergers and a c q u is i t io n s  summarized, bu t an  a n a ly s is  o f  p o te n t i a l  
a re a s  fo r  m ergers and a c q u i s i t io n s  is  a l s o  p rov ided  by P r e d ic a s t s .
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b eh av io r. Though n o t e a s i ly  shown by e m p ir ic a l d a ta , i t  does appear to  
be a r e le v a n t  f a c t o r ,  and one which seems to  become more im p o rtan t w ith  
su ccess iv e  g e n e ra tio n s  of b u s in e ss  e x e c u tiv e s .
C o n c e n tra tio n  has p re se n te d  s u rp r is in g  f a c to r s .  C o n cen tra tio n  
d id  no t f u l ly  em erge. When d a ta  r e le v a n t  to  th e  te n  most a c t iv e  a c q u is i ­
to r s  ( s a l e s ,  a s s e t s ,  and so fo r th )  a re  compared to  in d u s try  t o t a l s ,  th e re  
i s  no c le a r  p a t te r n  which r e f l e c t s  c o n c e n tra t io n . Even though th e se  
firm s a re  th e  most a c t iv e  a c q u i s i to r s ,  t h e i r  o v e ra l l  r e l a t i v e  m arket 
sh a re  has s ta y e d  f a i r l y  c o n s ta n t .  Company grow th reco rd s  seem to  
p a r a l l e l  th a t  o f  th e  in d u s try .  In  b r i e f ,  i t  appea rs  d i f f i c u l t  to  show 
c o n c lu s iv e ly  th a t  th e s e  firm s have ga in ed  a dominant p o s i t io n  in  the  
in d u s try  th rough t h e i r  a c q u i s i t iv e  s p i r i t .  In  f a c t ,  th i s  s tu d y  tends 
to  imply th a t  th e se  firm s may have exp erien ced  a d e c lin in g  m arket sh a re  
had they  n o t p u rsued  an a c t iv e  m erger program .
A nother f a c e t  which has emerged p e r ta in s  to  the  ro le  o f p r o f i t
m axim ization . A number o f  rea so n s  which may in v a l id a te  such a p rem ise
39has been d isc u sse d . However, i t  i s  w e ll to  n o te  the  con c lu sio n : 
p r o f i t  m axim ization  appears to  be u n fe a s ib le  in  e i th e r  the  s h o r t  run 
o r th e  long ru n . In  th e  s h o r t  ru n , each  of th e  companies has p ro v id ed
numerous p u b lic  s e rv ic e s  w hich have th e  e f f e c t  o f  r a is in g  th e  c o s t  o f
p ro d u c tio n  w ith o u t g a in in g  commensurate p r ic e  in c re a s e s ;  p r o f i t s  a re  n o t 
m aximized. With re fe re n c e  to  th e  long ru n , i t  seems th a t  p r o f i t  maximiza­
t io n  i s  even le s s  p ro b a b le . I n t e r -  and in t r a in d u s t r y  co m p e titio n  se rv e  
to  curb lo n g -ru n  g a in s .  More s p e c i f i c a l l y ,  te c h n o lo g ic a l advances have
been coming a t  a g r e a te r  pace  each  y e a r . T his means th a t  th e  long run
39see p. 189.
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is  even more tenuous s in c e  to d a y 's  p ro d u c ts  may e x i s t ,  bu t th e i r  conç>osi- 
t io n  may w ell be o f a com plete ly  new m a te r ia l  tomorrow ( p l a s t i c  in s te a d  
of cardboard  c o n ta in e r s ) .  N onethe less, th e  f in d in g s  su g g es t th a t  th e  
firm s have n e i th e r  maximized p r o f i t s  nor in c re a se d  p r ic e s .  The o v e ra l l  
e f f e c t  favors  th e  consum er.
To summarize, th e re  seems to  be l i t t l e  in d ic a t io n  th a t  th e  m erger 
tre n d  w ith in  th e  paper and a l l i e d  p ro d u c ts  in d u s try  may ce a se , e s p e c ia l ly  
th e  m erger a c t i v i t i e s  o f  th e  te n  m ost a c t iv e  a c q u i s i to r s .  I t  does ap p ea r, 
however, th a t  th e re  may be a s h i f t  in  d i r e c t io n ,  as th e se  firm s move in to  
the  a rea  term ed "n eg a tiv e  space" m erg e rs . I t  f u r th e r  appears th a t  
m ergers a re  more l i k e ly  to  enhance p ro d u c t h e te ro g e n e ity  r a th e r  than  
m arket h e te ro g e n e ity .  T h is  seems p ro b ab le  because th e  re g u la to ry  bod ies 
have a p p a re n tly  concerned them selves more w ith  v e r t i c a l  and h o r iz o n ta l  
m ergers r a th e r  th a n  w ith  conglom erate m e rg e rs . In  a d d i t io n ,  as more 
firm s f in d  t h e i r  t r a d i t i o n a l  m arkets be in g  encroached  upon, th e re  i s  a 
tendency to  tu rn  to  d iv e r s i f i c a t io n  m erg e rs. A good example is  when 
P ro c te r  and Gamble and B oise Cascade e n te re d  th e  m arket a re a s  served  by 
S c o tt .  Such encroachm ent by firm s now in  th e  in d u s try  as w e ll as p o te n ­
t i a l  e n tra n ts  su g g es t t h a t  many firm s may tu rn  to  g r e a te r  p ro d u c t d iv e r ­
s i f i c a t i o n  ach ieved  th rough  a c q u is i t io n .  S ince th e  c o s t o f m ergers is  
o f te n  f a r  le s s  th a n  b u ild in g  new f a c i l i t i e s ,  th e  m erger movement may be 
fanned as th e  investm en t c a p i ta l  m arkets t ig h te n  up as  a consequence o f 
th e  s tro n g  in f l a t io n a r y  p re s s u re  which has e x is te d  th e se  l a s t  few y e a rs .  
Moreover, i t  a c tu a l ly  seems as  i f  th e  m erger movement im p lie s  a cause 
and e f f e c t  r e la t io n s h ip  in  i t s e l f .  I t  ap pears th a t  a tru e  dem o n stra tio n  
e f f e c t  e x i s t s  in  re g a rd  to  m ergers, and once th e  momentum g e ts  under way.
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th e  fo rc e s  fe e d , as w e ll a s  fa n , them selves to  g r e a te r  h e ig h ts .  U nless 
a m ajor economic downturn o c c u rs , a  new m erger law w r i t t e n ,  o r growth 
by m erger can be shown to  be an  unsound b u s in e ss  p o l ic y ,  i t  i s  rea so n ab le  
to  expec t th e  movement to  c o n tin u e . M oreover, th e re  seems to  be l i t t l e  
economic j u s t i f i c a t i o n  to  su g g es t th e  movement shou ld  be thw arted .
In  f a c t ,  i t  f u r th e r  ap p ea rs  th a t  th e  m erger movement shou ld  be encouraged 
in  th i s  p a r t i c u la r  in d u s try .
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